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REVIEW  OF  GENERAL  OUTLOOK  FOR  FARM 
ECONOMY  AND  COMMODITY  PROGRAMS 


WEDNESDAY,  JUNE  29,  1994 

House  of  Representatives, 
Subcommittee  on  General  Farm  Commodities, 

Committee  on  Agriculture, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  1:35  p.m.,  in  room 
1302,  Longworth  House  Office  Building,  Hon.  Bill  Sarpalius  (chair- 
man of  the  subcommittee)  presiding. 

Present:  Representatives  Glickman,  Peterson,  Long,  Dooley, 
Pomeroy,  Stenholm,  Barlow,  Doolittle,  and  Smith  of  Michigan. 

Staff  present:  Jan  Rovecamp,  clerk;  Caroline  Anderson,  James  A. 
Davis,  and  Neil  P.  Moseman. 

OPENING  STATEMENT  OF  HON.  BILL  SARPALIUS,  A 
REPRESENTATIVE  IN  CONGRESS  FROM  THE  STATE  OF  TEXAS 

Mr.  Sarpalius.  The  Subcommittee  on  General  Farm  Commod- 
ities will  come  to  order. 

I  want  to  begin  by  welcoming  all  of  you  to  this  subcommittee 
hearing.  This  will  be  my  first  committee  to  chair  as  chairman  of 
this  subcommittee.  And  as  the  United  States  heads  into  the  21st 
century,  agriculture  must  continue  to  move  forward  in  regards  to 
the  rest  of  the  world. 

The  agricultural  sector  is  constantly  changing,  as  shown  in  the 
decreasing  number  of  family  operated  farms.  Specifically  311,000 
fewer  farms  in  1993  as  compared  to  1983,  while  increasing  produc- 
tivity by  2.6  percent  annually.  The  economy  is  becoming  more  glob- 
ally driven  in  regards  to  the  U.S.  trade  agreements  such  as  NAFTA 
and  the  pending  GATT  agreement. 

With  both  of  these  agreements,  comes  the  opportunity  to  further 
expand  our  agricultural  sector  into  world  markets. 

Also,  budget  constraints  are  weighing  heavily  on  every  taxpayer's 
mind  with  a  $4  trillion  national  debt.  In  1992,  our  deficit  was 
$290.2  billion  and  agricultural  programs  were  a  major  target  for 
massive  reductions. 

This  Congress  has  made  some  bold  changes  through  major  cuts, 
and  agricultural  programs  have  not  been  an  exception.  In  1995,  the 
deficit  is  projected  to  be  at  $171  billion,  which  is  a  40  percent  re- 
duction from  what  it  was  projected  to  be,  before  the  enactment  of 
the  deficit  reduction  bill  last  August. 

Reducing  the  deficit  will  eliminate  the  necessity  to  make  further 
cuts  to  farm  programs  in  the  future.  The  House  recently  voted  in 

(1) 


favor  of  reducing  agricultural  appropriations  by  10  percent,  or  $3 
billion  in  real  money  for  fiscal  year  1995. 

This  reduction  is  $600  million  less  than  what  the  administration 
requested.  There  is  no  question  that  the  1995  farm  bill  will  be 
budget  driven. 

We  must  keep  in  mind  that  the  1995  farm  bill  will  move  the  ag- 
ricultural sector  into  the  21st  century.  Many  issues  are  facing  both 
legislators  and  farmers  today,  much  of  which  this  subcommittee 
has  jurisdiction  over,  revolves  around  how  the  (government  should 
respond  to  the  economic  needs  of  farmers,  and  particularly  cotton, 
rice,  wheat,  oilseeds,  and  feed  grain  producers. 

It  is  my  wish  to  conduct  an  informative  hearing  this  morning,  so 
that  my  colleagues  and  I  will  be  able  to  more  fully  understand  the 
economic  problems  currently  facing  farmers,  and  to  find  a  way  to 
work  together  to  find  solutions  to  these  problems. 

We  will  continue  this  same  topic  following  the  4th  of  July  recess 
in  additional  hearings.  Again,  I  want  to  thank  all  of  you  for  being 
here  today. 

I  would  like  to  call  on  my  colleagues  if  they  want  to  make  any 
opening  remarks. 

OPENING  STATEMENT  OF  HON.  CALVIN  M.  DOOLEY,  A  REP- 
RESENTATIVE IN  CONGRESS  FROM  THE  STATE  OF  CALIFOR- 
NIA 

Mr.  DooLEY.  Thank  you,  Mr.  Chairman.  I  think  it  is  time  for  the 
subcommittee  to  look  ahead  to  the  1995  farm  bill,  and  also  time  for 
the  various  commodity  groups  to  take  to  heart  one  of  the  comments 
that  you  made,  that  the  future  farm  bill  is  in  fact  going  to  be  budg- 
et driven  in  large  part,  and  that  we  have  to  understand  that  with 
the  political  and  fiscal  realities  that  the  farm  programs  are  going 
to  be  faced  with,  we  have  to  be  looking  toward  the  future.  How  can 
we  respond  in  a  manner  that  ensures  we  are  developing  farm  pro- 
grams that  are  market  driven,  that  take  full  awareness  of  the  fact 
that  our  market  opportunities  are  going  to  be  primarily  inter- 
national, our  expanded  market  opportunities  are  going  to  be  inter- 
national in  nature,  and  how  do  we  devise  farm  programs  that  fa- 
cilitate farmers  having  greater  access  to  these  new  and  emerging 
markets? 

I  hope  that  we  focus  on  that.  I  have  some  strong  feelings  on  this, 
and  any  appreciative  of  the  Department  coming  up  and  giving 
some  comments  and  insights  on  these  issues. 

Mr.  Sarpalius.  Thank  you.  Also,  any  prepared  statements  re- 
ceived from  the  members  will  be  placed  at  this  point  in  the  record. 

[The  prepared  statement  of  Mr.  Emerson  follows:] 
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Mr.  Chairman,  I  wish  to  thank  you  for  holding  this  important  forum  on  a  matter 
crucial  to  our  farming  and  ranching  communities.  Today,  we  have  the  opportunity  to  take 
a  first  look  at  our  agricultural  economy  in  order  to  reinforce  the  critical  nature  of  our  federal 
farm  programs.  Current  federal  farm  programs  play  a  significant  role  in  sustaining  economic 
enterprise  among  various  agri-businesses  and  related  Main  Street  commerce. 

As  we  shall  hear  today,  the  make-up  of  any  federal  farm  program  encompasses  a 
broad  range  of  issues.  With  the  increasing  complexity  of  domestic  and  international 
consumer  and  producer  issues,  balancing  these  interests  poses  a  significant  challenge  to  the 
future  of  federal  farm  programs.  Likewise,  I  hope  we  can  today  begin  the  process  of 
molding  and  shaping  the  direction  of  American  agricultural  policy  while  laying  the  ground 
work  for  future  rural  generations. 


Unfortunately,  this  Administration  has  been  impeding  production  agriculture  efforts 
through  the  continued  erosion  of  the  farm  budget.  The  Agriculture  Appropriations  bill 
recently  approved  by  the  full  House  is  a  prime  example  of  the  President  and  this  Congress 


slashing  into  the  agriculture  budget  in  order  to  fulfill  the  administration's  social  agenda. 
Clearly,  this  is  a  path  that  the  interests  of  production  agriculture  and  the  small  communities 
that  depend  on  our  farming  and  ranching  efforts  can  ill  afford. 

Indeed,  the  EPA's  Clean  Water  Act  reauthorization  plan  could  easily  make  the 
existence  of  farm  programs  a  mute  point  as  this  plan  would  effectively  drive  small  to  mid- 
size family  farm  operations  out  of  agricultural  production.  In  a  business  such  as  agriculture 
where  profit  margins  are  vulnerable  to  weather  and  marketing  conditions  beyond  the  control 
of  the  local  producer,  the  imposition  of  more  redtape,  more  federally  approved  land-use 
management  plans,  more  EPA  mandates,  and  more  uncontrollable,  built-in  costs  (such  as 
those  created  by  the  EPA's  citizen  action  suit  proposal)  can  only  guarantee  the  erosion  of 
marginally  profitable  family  farm  operations. 

Securing  the  plentiful  supply  of  food  and  agricultural  products  for  the  consumers  of 
this  nation  and  the  rest  of  the  world  must  remain  the  principal  reasoning  behind  our 
continued  agricultural  existence.  While  the  1990  Farm  Law  solidified  our  world  position,  it 
is  clear  that  we  must  take  the  current  farm  condition  along  with  present  federal  farm 
programs,  and  build  upon  them  so  that  American  agriculture  will  prosper  from  now  till  the 
year  2000  and  beyond.  Likewise,  this  will  entail  a  firm  commitment  from  the  Administration 
to  protect  the  investment  in  our  agricultural  livelihood  nationwide. 

Let  us  also  bear  in  mind  that  the  formulation  and  continued  implementation  of 
federal  farm  policy  has  had  a  profound  impact  upon  the  creation  and  sustainment  of  jobs 


throughout  rural  America.    The  economic  vitahty  of  our  local  communities  continues  to 
hinge  on  the  success  of  our  agricultural  and  related  industries. 

A  prosperous  rural  economy  means  greater  opportunities  for  the  local  folks  who  sell 
the  farm  implements,  drive  the  grain  and  livestock  trucks,  deliver  the  feed,  market  the  seed 
and  fertilizer,  and  process  the  fruits  of  our  harvest  so  as  to  maintain  our  position  as  the  most 
efficient  and  reliable  supplier  of  the  world's  food  needs.  Mr.  Chairman,  I  look  forward  to 
working  with  you  and  the  Committee  Members  in  order  to  achieve  this  goal. 


Mr.  Sarpalius.  To  begin  to  address  some  of  these  issues,  we 
must  seek  input  from  the  administration  and  all  who  share  an  in- 
terest in  this  area.  So  we  extend  an  invitation  to  Mr.  Keith  Collins, 
the  Acting  Assistant  Secretary  for  Economics,  to  speak  on  behalf  of 
the  U.S.  Department  of  Agriculture.  As  head  of  the  Office  of  Eco- 
nomics, he  is  responsible  for  the  Economics  Research  Services,  the 
World  Agricultural  Outlook  Board,  the  National  Agricultural  Sta- 
tistic Service,  and  the  Office  of  Energy. 

Mr.  Collins  is  also  the  Director  of  Economic  Analysis  Staff,  which 
conducts  economic  analysis  for  farm  programs,  regulations,  and 
legislative  proposals. 

Mr.  Collins,  welcome  to  our  subcommittee. 

STATEMENT  OF  KEITH  COLLINS,  ACTING  ASSISTANT  SEC- 
RETARY, ECONOMICS,  U.S.  DEPARTMENT  OF  AGRICULTURE 

Mr.  Collins.  Thank  you  very  much,  Mr.  Chairman.  I  would  like 
to  start  by  expressing  the  appreciation  of  the  Department  of  Agri- 
culture to  have  us  be  the  lead-off  witness  on  what  is  the  lead-off 
hearings  on  background  for  the  1995  farm  bill  for  this  subcommit- 
tee. 

I  have  testimony  which  I  am  submitting  for  the  record.  You  may 
find  it  to  be  a  rather  ponderous  testimony,  but  I  think  as  you  start 
the  1995  farm  bill  process,  I  wanted  to  ensure  that  your  farm  bill 
file  had  enough  paper  in  it. 

What  I  will  do  over  the  next  few  minutes  is  just  summarize  a 
few  of  the  highlights  that  are  in  that  testimony.  What  I  will  do  is 
present  the  context  which  gives  rise  to  the  issues  for  the  1995  farm 
bill,  and  then  those  witnesses  which  will  follow  me  today  will  ex- 
press their  viewpoints,  I  think,  on  a  number  of  these  issues. 

The  context  is  driven  by  four  factors:  The  economic  outlook, 
which  is  both  the  short  run  and  the  long  run;  the  structural  char- 
acteristics of  agriculture;  agriculture's  performance  with  respect  to 
the  environment;  and  last,  the  performance  of  the  1995  farm  bill, 
our  current  policy.  So  I  will  look  very  quickly  at  those  four  con- 
texts: Outlook,  structure,  conservation,  and  current  programs. 

Turning  first  to  the  outlook  and  saying  a  few  words  about  the 
short-term  outlook,  it  is  of  course  driven  by  low  stocks  and  low  sup- 
plies of  crops,  and  just  the  opposite,  large  production  and  large 
supplies  of  livestock  products,  such  as  meat  and  milk.  As  we  begin 
the  1994  season,  the  prelude  to  the  farm  bill  discussion,  we  have 
low  stocks  of  wheat,  rice,  feed  grains,  cotton,  and  sugar. 

Earlier  this  month,  the  Department  surveyed  farmers  to  see 
what  their  plantings  of  spring  crops  were  this  year,  and  we  release 
that  data  tomorrow  morning  at  8:30,  so  I  don't  have  that  available. 

But  as  we  sit  here,  the  numbers  that  we  have  been  using  to  this 
point  are  an  expected  increase  in  plantings  of  about  5  million  acres 
this  spring.  That  would  include  program  crops  plus  soybeans. 

If  we  have  average  yields  this  summer,  combined  with  that  acre- 
age increase,  we  will  see  several  effects.  Let  me  mention  four. 

First,  the  1994-1995  farm  prices  will  come  down  as  we  increase 
our  production.  Second,  we  will  rebuild  some  of  our  stocks,  but  I 
don't  think  to  excessive  levels.  Third,  with  greater  supplies,  we  will 
be  more  internationally  competitive  and  see  more  exports  such  as 
for  feed  grains.  And  fourth,  many  producers  whose  financial  condi- 


tion  deteriorated  as  a  result  of  the  1993  flood  and  drought  will  be 
able  to  improve  their  cash  flow  and  their  balance  sheets. 

Now,  this  kind  of  a  short-term  market  situation  that  we  have 
had  for  the  last  year  or  two,  which  is  one  of  low  supplies  and  mar- 
ket volatility,  has  given  rise  to  a  couple  of  policy  issues.  One  is  the 
appropriate  role  of  the  Federal  Government  in  stocks  and  stock  pol- 
icy, and  second,  what  is  the  appropriate  role  and  the  alternatives 
for  risk  management,  and  that  has  given  rise  to  discussions  such 
as  insurance. 

Let  me  describe  a  couple  of  market  developments  that  we  foresee 
in  the  coming  year.  And  I  will  only  just  mention  wheat,  com,  and 
cotton.  For  1994  wheat,  we  expect  the  crop  will  be  about  the  same 
size  as  last  year,  as  Spring  wheat  production  rises  and  Winter 
wheat  is  down  a  little  bit.  Feed  use  will  decline  because  we  will 
have  more  corn  available.  So  wheat  carryover  stocks  might  go  up 
a  little.  We  foresee  a  1994-crop  wheat  price  of  about  $3.05  a  bushel, 
down  from  this  past  season's  $3.25  a  bushel. 

Our  imports  from  Canada  will  continue  large  through  the  sum- 
mer, particularly  our  feed  wheat  imports.  As  we  move  into  the  fall 
and  begin  the  harvest,  feed  wheat  imports  should  moderate,  but  it 
looks  as  though  Durum  imports  for  the  crop  year  will  continue  at 
the  same  level  as  last  year. 

At  the  end  of  the  1994  season,  just  as  we  begin  to  finalize  the 
farm  bill  discussion,  we  will  see  wheat  carryover  stocks  as  a  per- 
cent of  total  use  of  about  25  percent  which  is  about  the  average  of 
the  past  4  or  5  years. 

For  com,  we  are  projecting  for  this  summer  probably  the  largest 
increase  in  production  among  crops,  a  40-percent  increase.  Farm 
prices  may  average  around  $2.30  a  bushel  compared  with  $2.55  for 
the  1993  crop,  so  again,  a  moderate  price  decline. 

The  highlight  of  the  coming  com  season  will  be  the  implementa- 
tion of  the  reformulated  gas  program,  the  renewable  oxygenate  re- 
quirement. We  believe  that  will  boost  ethanol  consumption  by  500 
million  gallons  in  reformulated  gas  markets. 

Third,  let  me  mention  the  cotton  market.  This  is  a  market  which 
has  tightened  very  dramatically  since  we  announced  the  only 
nonzero  acreage  reduction  program,  11  percent  last  winter.  Produc- 
tion is  expected  to  rise  next  summer  but  we  expect  to  continue  to 
see  strong  domestic  mill  use  of  cotton  and  exports.  That  will  keep 
carryover  stocks  fairly  low.  The  current  stocks-to-use  forecast  for 
the  1994-1995  season  is  about  22  percent,  well  below  the  30  per- 
cent target  we  have  been  mandated  to  hit  for  the  last  several 
years. 

These  crop  developments,  together  with  lower  livestock  prices 
that  we  have  seen,  plus  lower  milk  prices,  will  combine  with  higher 
production  costs  to  reduce  aggregate  net  farm  cash  income  in  agri- 
culture in  1994.  Income  will  come  down  moderately  from  the  1993 
level. 

I  would  like  to  make  a  couple  of  brief  comments  about  the  results 
of  our  most  recent  farm  costs  and  returns  survey.  That  is  the  data 
we  use  to  get  a  snapshot  of  the  financial  condition  of  agriculture. 
And  the  most  recent  data  show  what  the  adverse  effects  of  the 
1993  floods  have  done  to  farm  financial  conditions. 
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I  would  like  to  use  our  data  on  commercial-farms  to  paint  this 
picture.  We  define  a  commercial-size  farm  as  one  that  has  annual 
sales  of  $40,000  or  more. 

Now,  these  farms,  as  you  know,  dominate  agriculture.  They  only 
account  for  30  percent  of  all  farms.  But  they  account  for  over  90 
percent  of  livestock  sales,  90  percent  of  crop  sales,  and  they  receive 
85  percent  of  all  Gk>vernment  payments.  We  track  their  financial 
condition  by  looking  at  the  number  of  "vulnerable"  farms,  and  by 
vulnerable,  I  mean  vulnerable  to  bankruptcy.  We  do  that  by  look- 
ing at  two  indicators:  Their  net  farm  income  and  whether  it  is  neg- 
ative, and  we  look  at  their  debt-to-asset  ratio  and  whether  it  is 
above  40  percent.  If  those  two  things  happen,  they  have  two  strikes 
against  them,  they  are  on  the  edge  of  failure. 

If  you  go  back  to  the  heart  of  the  farm  crisis  in  1986,  14  percent 
of  our  commercial  farms  were  classified  as  vulnerable  to  bank- 
ruptcy. That  has  generally  improved  since  1986,  and  by  January  1, 
1993,  the  number  of  vulnerable  commercial  farms  stood  at  3.9  per- 
cent. 

However,  this  January  1,  1994,  the  number  of  vulnerable  farms 
increased  to  6.3  percent,  quite  a  change  in  the  trend.  So  we  have 
had  this  long-term  trend  of  a  decline  in  the  number  of  vulnerable 
farms,  and  it  reversed  in  1993,  primarily  because  of  the  flood  ef- 
fects. 

Much  of  the  increase  is  due  to  lower  farm  income  in  the  Lake 
States  and  Corn  Belt.  For  example,  farm  income  in  the  Lake  States 
in  1993  fell  by  50  percent. 

So  this  is  a  change  in  agriculture's  financial  condition.  But  those 
farms  that  were  made  worse  off  as  a  result  of  the  1993  weather 
would  have  an  opportunity  to  improve  their  condition  in  1994 
should  we  get  good  weather,  good  yields  and  normal  size  crops. 

Let  me  shift  and  comment  just  briefly  on  our  longer  term  projec- 
tions for  agriculture  during  the  life  of  the  farm  bill.  That  would  be 
1996  through  the  year  2000.  Our  projections  are  based  on  a  con- 
tinuation of  current  programs.  They  are  based  on  the  expiration  of 
the  CRP,  weak  demand  in  the  former  Soviet  Union,  but  a  much 
stronger  world  economy  over  the  next  5  years  and  better  demand 
prospects  in  developing  countries  and,  in  particular,  China. 

Our  current  official  projections  have  not  incorporated  the  Uru- 
guay Round  since  that  is  not  law  yet.  Our  projections  assume  that 
from  one-half  to  two-thirds  of  the  expiring  CRP  contracts  would 
come  back  into  production. 

That  results  in  acreage  reduction  program  percentage  increases, 
normally  about  5  percent.  Despite  that,  acreage  reduction  programs 
still  remain  low  by  the  end  of  the  decade.  The  low  acreage  reduc- 
tion programs,  despite  the  return  of  CRP  land,  reflect  some  improv- 
ing income  prospects  due  to  the  stronger  global  economy  and  fac- 
tors like  the  North  American  Free-Trade  Agreement  and  reform  of 
the  common  agricultural  policy  in  the  E.U. 

Over  the  rest  of  this  decade  we  also  foresee  fairly  large  meat  sup- 
plies, reflecting  ample  forage  and  fairly  stable  feed  prices.  Nominal 
farm  income  would  be  fairly  stable.  Real  farm  income,  income  ad- 
justed for  inflation,  would  decline. 

Outlays  on  price  and  income  support  programs,  which  have  gone 
from  $16  billion  2  years  ago  to  $12  billion  for  this  year,  would  sta- 


bilize  at  around  $9  to  $10  billion  a  year,  with  wheat  and  feed 
grains  each  accounting  for  $2  to  $2.5  billion  in  outlays. 

Shifting  to  our  Uruguay  Round  projections,  I  won't  go  into  those, 
we  have  published  those  results.  I  would  just  mention  three  things 
which  I  think  are  relevant  to  the  environment  for  the  1995  farm 
bill  debate.  Our  Uruguay  Round  projections  would  overlay  on  top 
of  our  present  budget  baseline  projections. 

The  first  thing  I  would  say  is  the  reduced  foreign  subsidies  and 
market  access  and  income  growth  that  would  derive  from  the 
Round  are  projected  to  increase  our  exports  by  up  to  $5  billion  by 
the  end  of  the  decade.  Right  now,  farm  exports  are  $42.5  billion. 
By  the  end  of  the  decade,  the  President's  budget  projects  them  at 
$51  billion.  If  you  put  the  Uruguay  Round  on  top  of  that,  exports 
go  to  $56  billion. 

The  second  point  is,  when  you  look  at  the  Uruguay  Round  and 
put  that,  again,  on  top  of  our  current  long-term  projections,  it  sug- 
gests increasing  pressure  on  the  land  base  to  produce  food  as  we 
move  out  into  the  rest  of  this  decade.  The  Uruguay  Round  reduces 
acreage  reduction  program  percentages,  for  wheat  for  example,  to 
zero  percent  by  the  end  of  the  1990's.  Between  1993  and  the  year 
2000,  we  see  an  increase  in  acreage  planted  of  about  15  million 
acres  in  our  baseline  projections.  If  you  add  the  Uruguay  Round  to 
that,  the  increase  is  about  20  million  acres. 

That  leads  me  to  the  third  point  relevant  to  the  subcommittee, 
and  that  is  how  do  you  think  about  the  CRP,  what  is  the  extension 
strategy  of  the  CRP  and  the  economic  consequences? 

I  think  there  are  two  questions  there  that  we  can  answer.  The 
first  question  is,  if  the  CRP  expires,  which  is  the  assumption  in  our 
President's  budget  baseline,  is  there  a  strong  enough  demand  to 
prevent  prices  from  dropping  through  the  floor?  And  our  estimates 
show  that  there  is. 

It  would  take  only  a  little  increase  in  acreage  production  pro- 
grams to  offset  the  lands  coming  back  into  production,  with  farm 
prices  remaining  fairly  stable. 

Second,  suppose  the  CRP  were  to  be  extended  and  keep  36  mil- 
lion acres  in  the  CRP.  Combined  with  the  strong  demand  we  fore- 
see in  the  next  decade  with  improving  global  economies,  would  that 
tighten  up  the  market,  create  shortages,  food  scarcity  and  so  on? 

We  would  certainly  foresee  higher  prices,  yet  our  projections 
would  show  those  prices  to  still  be  below  target  price  levels,  in  fact 
well  below,  for  a  number  of  commodities. 

As  you  move  into  the  21st  century,  that  is  another  question.  That 
is  when  people  who  project  begin  to  talk  about  tightening  markets 
and  a  need  for  higher  productivity. 

I  would  like  to  make  one  or  two  brief  comments  on  the  structural 
context  for  the  1995  farm  bill  that  I  cover  in  my  testimony.  Let  me 
go  back  to  the  commercial  farms,  the  30  percent  of  farms  that  sell 
more  than  $40,000  a  year  in  agricultural  products.  I  think  an  im- 
portant thing  to  know  about  these  farms  is  that  they,  on  average, 
harvest  425  acres  per  farm.  If  you  look  at  the  noncommercial 
farms,  that  is,  the  70  percent  of  all  farms,  on  average,  they  harvest 
only  33  acres. 

That  data  shows  why  pa3rments  and  income  are  concentrated 
among  the  commercial-size  farms.  And  among  those  commercial- 
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size  farms,  their  average  household  income  is  high,  higher  than  the 
national  average.  From  that  comes  the  policy  issues  that  relate  to 
payment  limits  and  questions  such  as  whether  we  should  be 
targeting  farm  program  payments. 

j^'^other  structural  issue  that  comes  out  of  this  data  is  how  do 
you  deal  with  small,  low-income  farms?  If  they  are  harvesting  only 
33  acres,  it  is  pretty  clear  that  the  price  income  support  programs, 
the  general  business  of  this  subcommittee,  are  really  not  going  to 
be  very  effective  in  raising  the  farm  income  of  those  70  percent  of 
farms. 

For  example,  for  wheat,  if  you  raise  the  target  price  10  cents, 
that  changes  the  income  on  33  acres  only  by  about  $100. 

I  would  like  to  end  my  comments  by  commenting  on  the  current 
environmental  and  1990  farm  bill  implications  and  their  relation  to 
the  performance  of  U.S.  agriculture.  I  think  as  we  look  back  at  how 
our  farm  programs  performed  in  the  past  and  their  implementation 
for  the  future,  we  should  recognize  that  the  1985  and  1990  farm 
bills  have  made  remarkable  strides  in  reducing  the  adverse  con- 
sequences to  the  environment  by  farming.  The  sodbuster, 
swampbuster,  wetland  reserve  program;  conservation  compliance, 
conservation  reserve  program,  the  numerous  green  payments  tjrpe 
of  programs  we  have,  such  as  the  integrated  crop  management  pro- 
gram, or  water  quality  incentive  projects,  all  these  things  together 
have  made  remarkable  progress  in  saving  wetlands,  saving  soil, 
and  providing  wildlife  habitat. 

I  think  we  also  need  to  judge  the  1985  and  1990  farm  bills  suc- 
cessful on  several  other  counts.  They  have  increased  market  ori- 
entation. They  have  improved  our  competitiveness.  They  have  re- 
duced spending  and  they  have  reduced  the  deficit.  I  think  it  is 
worth  recounting  the  last  point  about  the  deficit. 

Back  in  1989,  when  we  were  talking  about  baselines  then,  we 
were  projecting  that  in  the  5  years  under  the  1990  farm  bill,  we 
would  spend  $66  billion  on  price  and  income  support  programs. 
Then  along  came  the  1990  Budget  Reconciliation  Act,  which  cut 
farm  programs  by  20  percent  a  year. 

Well,  what  did  we  finally  get?  We  got  some  added  costs  that  we 
hadn't  anticipated  because  of  disaster  assistance.  But  in  the  end, 
we  spent  $57  billion  over  the  1991  to  1995  period,  well  below  the 
$66  billion  that  was  projected.  So  the  farm  bill  did  as  it  was  sup- 
posed to  do. 

As  we  sit  here  today  and  look  out  in  the  future,  we  project  that 
from  1996  to  the  year  2000,  for  those  5  fiscal  years,  we  will  spend 
below  $50  billion.  So  we  have  gone  from  $66  billion  to  the  less  than 
$50  billion  on  the  back  of  the  1990  farm  and  budget  bills. 

In  addition  to  that,  if  you  go  back  and  add  the  1985  farm  bill  to- 
gether with  the  1990  farm  bill,  we  believe  those  two  acts  together 
would  be  responsible  for  reducing  outlays  by  about  $7  to  $8  billion 
a  year,  roughly  about  80  percent  a  year  as  we  look  out  over  the 
next  5  years. 

Now,  the  second  and  last  point  I  would  make  is  market  orienta- 
tion, competitiveness  and  efficiency  were  substantially  enhanced  by 
the  flexibility  provisions  in  the  1990  act.  In  1993,  producers  shifted 
about  9  million  acres  of  program  crop  base  to  other  crops  under  the 
normal  flexibility  provisions. 
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This  helps  crop  rotation,  has  environmental  benefits  and  helps 
income  returns.  Despite  fears  back  in  1990  that  these  flexibility 
provisions  were  decoupling  and  therefore  bad  or  were  going  to 
cause  huge  destabilizing  shifts  from  one  crop  to  another,  those 
things  haven't  happened.  Flexibility's  popularity  seems  large,  and 
growing. 

With  that,  I  think  I  will  end  and  just  restate  the  way  you  start- 
ed, Mr.  Chairman,  and  say  the  1995  farm  bill's  implications  for 
farm  programs  are  going  to  be  significantly  influenced  by  budget 
restraint  and  policy  objectives.  I  think  our  task  is  to  balance  the 
budget  limitation  with  the  commodity  and  conservation  program 
goals. 

Thank  you.  I  would  be  happy  to  try  and  answer  any  questions 
you  might  have. 

[The  prepared  statement  of  Mr.  Collins  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Sarpalius.  Thank  you,  Mr.  Collins.  Your  testimony  is  excel- 
lent, and  it  is  very  extensive.  It  covers  a  lot  of  different  areas.  I 
encourage  all  my  colleagues  to  look  through  it.  There  is  excellent 
material. 

You  mentioned  in  your  testimony  about — and  I  don't  remember 
the  exact  numbers  you  said — about  the  farms  that  are  vulnerable, 
that  were  hit  by  the  floods.  What  was  that  percent,  and  could  you 
elaborate  a  little  bit  more  on  that?  Is  that  in  particular  areas  of 
the  country?  Do  you  think  we  are  going  to  make  it  by  October  this 
year?  Is  that  an  area  we  ought  to  be  focusing  on? 

Mr.  Collins.  I  would  be  happy  to  comment  on  that.  The  vulner- 
ability statistics  that  I  mentioned  in  my  oral  comments  were  for 
commercial-size  farms.  Those  are  the  ones  that  we  classify  as 
$40,000  or  more  a  year  in  annual  sales.  For  those  commercial-size 
farm.s,  I  indicated  that  the  percent  of  those  that  were  vulnerable 
to  bankruptcy,  that  is,  they  are  right  on  the  edge  of  sliding  out  fi- 
nancially, went  from  3.9  percent  on  January  1,  1993,  to  6.3  percent 
this  past  January.  And  that  is  the  first  time  that  number  has  ma- 
terially increased  since  1988. 

It  has  gone  steadily  down.  If  you  look  at  all  farms,  not  just  the 
commercial  size,  the  2.1  million  U.S.  farms,  on  January  1,  1993, 
about  4  percent  were  classified  as  vulnerable  to  bankruptcy.  And 
I  believe  that  is  up  now  to  about  5.1  percent.  So  we  have  seen  the 
change,  the  deterioration  in  the  financial  condition,  for  both  the 
commercial-size  and  for  the  smaller  size  farms. 

Now,  most  of  the  reason  for  that  was  farm  income  drops,  not  so 
much  debt-to-asset  ratio  changes  in  1993,  but  farm  income  reduc- 
tions. The  farm  income  reductions  were  concentrated  primarily  in 
the  Lake  States.  The  biggest  reductions  were  in  Minnesota,  Wis- 
consin, Michigan,  and  into  the  Corn  Belt. 

We  also  had  income  drops  in  the  southeastern  United  States.  We 
had  some  in  the  southern  plains.  In  areas  outside  of  those  regions, 
we  didn't  see  much  increase.  Income  was  stable,  for  example,  in  the 
Pacific  Northwest. 

As  we  look  out  to  the  future,  I  think  that  we  have  the  prospect 
for  seeing  a  rebound  in  net  farm  income  in  1994  for  those  farms 
that  were  affected  by  the  flood  and  by  the  drought  in  the  South- 
east. So  there  is  a  potential,  I  think,  for  those  vulnerability  statis- 
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tics  to  go  down  when  we  take  our  survey  in  February  and  March 
1995. 

Mr.  Sarp ALIUS.  You  also  talked  about  where  CRP,  we  have  about 
15  percent  of  CRP  land,  would  come  back  into  production.  Do  you 
think  that  with  the  passage  of  GATT,  if  GATT  is  accepted,  that  the 
agricultural  sector  would  be  able  to  absorb  that  15  percent,  and 
what  impact  do  you  think  that  would  have  on  prices? 

Mr.  Collins.  Well,  no  one  knows  for  sure  how  much  CRP  acre- 
age is  going  to  come  back  into  production.  There  have  been  lots  of 
surveys  that  have  been  done  to  estimate  that.  The  most  notable 
was  probably  the  Soil  and  Water  Conservation  Society  survey  in 
1993  which  estimated  that  63  percent  of  the  land  would  come  back 
into  production  if  contracts  were  not  extended. 

It  may  well  be  as  we  get  closer  and  closer  to  the  time  contracts 
expire,  more  producers  will  think  about  that,  and  that  percentage 
may  go  up.  But  at  the  moment,  we  have  been  using  in  our  long- 
term  projections,  roughly  50  percent  would  come  back  into  produc- 
tion. 

Some  of  that  will  go  into  forages,  pasture.  Most  of  it  that  returns 
will  go  into  program  crop  production.  The  most  affected  crop  would 
of  course  be  wheat,  where  we  have  about  11  million  base  acres  in 
the  CRP.  Corn  has  about  4  million  base  acres  or  so  in  the  CRP. 

I  think  the  answer  to  the  question  is,  we  would  absorb  that  re- 
turning land  for  two  reasons.  One,  we  believe  we  will  have  stronger 
agricultural  demand  in  the  late  1990's. 

If  you  look  at  the  last  5  years,  we  have  had  recession  in  the  Unit- 
ed States  and  Canada  for  the  last  couple  years  but  not  in  the  other 
developed  countries.  As  we  came  out  of  our  recession,  we  had  deep 
recession  in  Western  Europe  and  Japan.  So  there  was  about  a  4- 
or  5-year  stretch  where  developed  countries  have  had  one  recession 
after  another. 

It  looks  like  1995  will  be  a  year  when  Europe  comes  out  of  theirs, 
Japan  comes  out  of  theirs,  and  we  will  grow  at  a  good  rate.  There 
is  an  opportunity  for  the  developed  countries  to  invigorate  the  less 
developed  countries  of  the  world  and  increase  global  food  demand. 

So  we  see  increases  in  exports  to  absorb  part  of  the  land  that 
would  come  back  into  production.  Two,  for  the  land  that  couldn't 
be  absorbed,  we  would  have  the  opportunity  or  option  to  use  our 
acreage  reduction  programs. 

Mr.  Sarpalius.  Is  it  at  all  hinging,  though,  on  your  production 
on  the  passage  of  GATT? 

Mr.  Collins.  I  think  we  foresee  that  global  income  growth  in  the 
absence  of  passage  of  GATT.  The  Uruguay  Round  will  undoubtedly 
have  a  strong  added  effect  on  global  income  growth.  But  much  of 
that  added  growth  occurs  late  in  the  decade  and  into  the  next  cen- 
tury. 

Most  economic  forecasts  of  economic  growth  under  the  Uruguay 
Round  show  fairly  small  effects  over  the  next  2  or  3  years  but 
much  stronger  cumulative  effects  in  the  future. 

So  I  would  say  that  we  could  probably  handle  much  of  that  land 
coming  back  into  production  without  the  Uruguay  Round,  but  the 
Uruguay  Round  would  make  it  easier. 

Mr.  Sarpalius.  The  gentleman  from  Minnesota. 
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Mr.  Peterson.  Notwithstanding  you,  Mr.  Chairman.  I  just  want 
to  clarify  on  the  CRP.  In  your  projections,  have  you  made  a  provi- 
sion for  any  increase  in  the  acreage  reduction  program  in  those 
projections  to  offset  what  your  estimating  comes  back  in? 

Mr.  Collins.  Yes,  we  have. 

Mr.  Peterson.  What  are  those  numbers? 

Mr.  Collins.  I  can't  remember  all  the  commodities,  but  I  can  tell 
you  for  wheat,  most  of  the  CRP  land  comes  back  in  1997  and  1998, 
and  we  foresee  a  need  to  increase  acreage  reduction  percentages  to 
5  percent,  from  zero  percent  we  otherwise  would  hav-2  had  under 
the  Uruguay  Round. 

Mr.  Peterson.  So  what  would  that  be? 

Mr.  Collins.  It  is  about  5  percent. 

Mr.  Peterson.  So  it  would  have  been  zero  set-aside  and  because 
of  CRP  coming  back  in,  you  are  estimating  5  percent? 

Mr.  Collins.  That  is  my  recollection  of  our  estimates,  yes. 

Mr.  Peterson.  Are  you  projecting  that  that  would  be  absorbed 
sometime  in  the  early  2000's,  is  that  what  you  are  saying,  then, 
this  is  kind  of  a  temporary  thing  for  2  or  3  years,  and  then  it  will 
be  absorbed? 

Mr.  Collins.  That  is  correct.  We  provide  the  Congress  a  5-year 
projection  when  we  do  the  President's  budget,  but  we  do  carry  the 
exercise  out  10  years,  and  we  do  show  wheat  acreage  reduction  pro- 
grams going  to  zero  early  in  the  21st  century,  as  speculative  as 
that  is.  But  that  is  what  we  foresee  at  this  point. 

Mr.  Peterson.  Do  you  know  the  decision  to  not  include  any  con- 
tinuation of  this,  was  that  mostly  budget  driven,  or 

Mr.  Collins.  I  think  the  decision  is  one  that  generated  lots  of 
discussion  for  a  long  period  of  time  and  continues  to  generate  dis- 
cussion. And  I  think  it  relates  to  the  scoring  rules  and  baseline  as- 
sumptions under  the  Budget  Enforcement  Act. 

It  is  a  decision  that  doesn't  come  from  USDA.  It  is  one  that  came 
from  0MB.  We  will  revisit  that  decision  to  prepare  the  President's 
budget  update  for  July  15,  and  we  will  go  through  that  discussion 
yet  again. 

Mr.  Peterson.  So  your  Department  was  not  necessarily  in  favor 
of  this,  this  was  driven  mostly  by  OMB? 

Mr.  Collins.  An  OMB  budget  assumption,  yes. 

Mr.  Peterson.  Thank  you,  Mr.  Chairman.  I  appreciate  that. 

Mr.  Sarpalius.  The  gentleman  from  California. 

Mr.  Dooley.  Thank  you,  Mr.  Collins.  I  appreciate  the  testimony 
you  submitted.  Throughout  your  testimony,  you  use  the  reference, 
a  lot  of  average  farm  operators,  and  use  in  a  different  context, 
household  income. 

How  do  you  define  average  farm  operator? 

Mr.  Collins.  We  can  present  data  as  averages  or  we  can  present 
data  distributionally,  like  some  percentage  of  farms  have  costs 
below,  $2  a  bushel  or 

Mr.  Dooley.  In  this  case,  you  have  average  farm  operator, 
household  income  is  estimated  to  increase 

Mr.  Collins.  Right. 

Mr.  Dooley.  What  is  that?  Is  that  all  2  million  farms  that  have 
been  averaged? 
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Mr.  Collins.  That  is  all  2.1  million  farms.  What  we  do  is  look 
at  the  income  of  the  principal  operator  of  the  farm.  Some  farms 
have  more  than  one  operator.  In  the  case  where  they  have  more 
than  one,  and  they  all  actually  manage  the  operation,  we  take  the 
household  budget  of  the  older  of  the  operators. 

And  so  that  is  the  average  household  income  of  the  operators,  the 
principal  operators,  as  we  define  them. 

Mr,  DOOLEY.  So  when  you  are  saying  their  farming  accounted  for 
only  14  percent,  and  you  are  making  a  statement  that  the  average 
farm  operator  only  obtains  14  percent  of  their  household  income, 
which  was  $40,000  from  farming  operations 

Mr.  Collins.  From  farm  sources,  that  is  correct.  That  number, 
of  course,  is  dominated  by  the  70  percent  of  farm  operators  who 
have  very  little  or  no  farm  income  and  earn  virtually  all  of  their 
income  off  the  farm. 

Mr.  Dooley.  What  is  that  $40,000  in  terms  of  comparison  to  the 
average  household  income  in  the  United  States? 

Mr.  Collins.  Very  close.  Within  5  percentage  points,  I  think,  one 
way  or  the  other.  I  can  certainly  provide  that  for  you. 

[The  information  follows:] 

In  1992  the  average  income  of  farm  operator  households  was  $40,613.  This  was 
4  percent  higher  than  the  $39,020  average  for  all  U.S.  households. 

Mr.  Dooley.  My  concern  is,  when  we  aggregate  these  numbers, 
and  are  we  designing  farm  policy  based  on  trying  to  provide  the 
right  incentives  to  the  commercial  farm  sector,  which  is  truly  doing 
the  most  to  supply  the  food  needs  of  this  country  and  also  to  pro- 
vide the  $41  billion  in  export  commodities,  I  just  really  have  trou- 
ble understanding  why  you  are  using  these  figures  to  the  extent 
that  we  are  in  your  testimony. 

Mr.  Collins.  I  quite  agree  with  you  on  that  point.  I  think  when 
I  gave  my  oral  comments,  I  did  not  use  those  averages,  I  used  com- 
mercial operations  in  all  of  my  illustrations. 

I  think  that  it  would  be  very  misleading  to  try  and  base  farm 
policy  on  those  averages,  and  in  fact  that  was  my  point.  By  indicat- 
ing that  the  commercial-size  operations  who  produce  90  percent  of 
food  in  America,  harvest  425  acres,  whereas  the  others,  the  small 
ones,  have  33  on  average,  you  certainly  cannot  do  something  about 
the  income  of  those  two  groups  with  the  same  set  of  policy  tools. 
So  it  really  does  make  no  sense  to  look  at  that  average  and  think 
that  is  the  way  to  infer  what  the  right  policy  prescription  is. 

Mr.  Dooley.  I  couldn't  agree  more. 

When  you  are  talking  about  the  reduced  CRP  participation  and 
that  land  coming  back  into  production,  you  said  that  it  can  be  ac- 
commodated in  the  anticipated  market  environment.  And  we  will 
still  see  pretty  strong  prices  that  will  be  stable. 

You  also  made  a  statement,  though,  that  you  will  see  an  increase 
in  ARD  percentages  above  zero  in  feed  grains.  I  have  a  hard  time 
understanding,  if  prices  are  not  going  to  be  declining,  if  you  antici- 
pate there  is  going  to  be  increased  market  opportunities,  why  are 
you  going  to  even  consider  increasing  ARP's? 

Mr.  Collins.  I  think  the  projected  increases  are  extremely  small. 
By  the  time  you  get  to  the  end  of  the  decade,  they  are  virtually 
zero  for  wheat,  except  for  a  couple  of  years  when  you  have  the  big 
increase  of  the  CRP  land  coming  back  in.  For  corn  I  think  the  acre- 
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age  reductions  are  2.5  percent,  certainly  far  lower  than  anjrthing 
we  have  seen  recently  with  the  exception  of  this  year  which  is  flood 
driven,  far  lower  than  any  we  have  seen  in  the  last  3  or  4  years. 

Mr.  DOOLEY.  What  is  the  rationale  for  having  an  ARP  at  all  if 
we  are  seeing  stable  prices?  You  are  also  saying  we  are  going  to 
have  increased  markets.  Why  have  ARP's  at  all? 

Mr.  Collins.  I  think  that  is  a  good  question,  and  considering  the 
small  size,  we  could  very  easily  in  our  projections  have  set  them 
at  zero. 

Mr.  DoOLEY.  Another  point  you  brought  up,  and  it  was  one  that 
we  have  been  constantly  confronted  with,  even  in  the  administra- 
tion's welfare  reform  proposal,  they  once  again  address  the 
targeting  issue. 

I  have  a  hard  time  reconciling  myself  to  that  policy,  if  we  do 
have  a  farm  policy  that  is  based  on  encouraging  producer  participa- 
tion in  order  to  reduce  production  so  that  it  might  elevate  prices. 
Should  we  in  fact  target  those  benefits? 

I  was  just  wondering,  how  the  Department  justifies  such  policy, 
if  it  has  these  farm  programs,  that  is  basically  the  policy  orienta- 
tion, what  is  the  rationale  for  targeting  those? 

Mr.  Collins.  If  the  rationale  is  in  fact  as  you  describe,  one  of 
supply  control,  sort  of  an  industrial  policy,  to  achieve  a  certain 
level  production,  then  it  makes  sense  to  provide  the  incentive  to 
those  producers  who  are  producing  most  of  the  crop.  And  you  would 
base  the  incentive  payments  on  what  they  produce  rather  than  how 
much  they  earn. 

I  think  we  have  moved  into  the  gray  area,  though,  as  we  have 
gone  from  acreage  reduction  programs  that  in  the  1980's  were,  for 
example,  27.5  percent  for  wheat,  down  to  zero  this  year. 

The  supply  control  dimension  of  the  farm  programs  has  been  re- 
duced. In  your  last  question,  you  just  asked  me  what  would  be  the 
need  for  supply  control  programs  at  all. 

If  that  in  fact  becomes  the  pervasive  philosophy,  then  it  does 
throw  open  the  question  of  what  is  the  purpose  of  the  farm  pro- 
gram payments.  So  I  think  as  we  moved  into  that  gray  area  of  very 
low  acreage  reduction  programs,  people  have  focused  more  and 
more  on  this  question  of  financial  need. 

And  of  course  it  has  been  budget  driven,  too. 

Mr.  DoOLEY.  USDA  has  adopted  a  policy  orientation  that  our 
farm  programs  are  in  fact  more  a  benefit  program  or  income  en- 
hancement program — a  needs  based  program  versus  a  supply  man- 
agement policy  that  I  thought  USDA  was  promoting.  Has  this 
changed? 

Mr.  Collins.  I  don't  agree  that  USDA  has  adopted  the  position 
that  our  programs  are  needs  based  or  the  pa3rments  ought  to  be 
needs  based.  I  think  the  only  shred  of  evidence  for  that  would  be 
the  administration's  welfare  reform  proposal  of  excluding  those 
with  high  off-farm  incomes  from  payments. 

And  most  of  those  who  have  high  off-farm  income  are  not  prin- 
cipally engaged  as  farm  operators.  I  mean,  the  test  on  that  pro- 
posal is  $100,000  or  more  in  off-farm  income.  We  haven't  done  it, 
but  I  would  venture  to  guess  if  we  surveyed  them  and  asked  what 
their  principal  occupation  was,  probably  most  of  them  would  not 
say  farming. 
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Mr.  DoOLEY.  I  am  concerned  about  some  of  the  statements  in 
your  testimony  in  terms  of  where  USDA  is  going,  because  most 
farm  households  do  not  receive  farm  program  pa3rments,  because 
payments  are  determined  by  the  amount  of  base  acreage  farm. 
Only  a  small  percentage  of  payments  go  to  farms  in  poor  financial 
condition,  and  the  household  will  receive  less  than  5  percent  of  the 
total  Grovernment  payments. 

I  guess  my  concern  is,  are  those  statements  in  fact  implying  that 
we  are  making  a  change  in  direction  here?  Is  this  a  policy  that 
USDA 

Mr.  Collins.  I  want  to  be  clear  on  that,  then.  My  comments  here 
today  are  intended  to  lay  out  the  context  for  the  debate  that  is 
coming  this  fall,  next  spring,  next  summer. 

That  context  includes  the  data,  the  faces  of  agriculture.  Those 
facts  include  the  distribution  of  payments. 

And  out  of  that  gives  rise  to  policy  issues  such  as  payment  limits 
and  targeting.  Those  issues  come  from  that  set  of  facts  that  you 
and  I  are  talking  about. 

I  lay  those  on  the  table  only  to  help  provide  information  to  the 
committee  and  would  say  that  the  Department  of  Agriculture  at 
this  point  has  no  position  on  that.  We  are  in  the  early  stages  of 
formulating  our  farm  bill  position  right  now. 

Mr.  DoOLEY.  I  appreciate  that,  because  it  is  kind  of  hard  to  de- 
termine what  in  your  statement,  is  an  estimate  of  the  future  under 
status  quo  versus  some  policy  alternatives  USDA  might  be  promot- 
ing. 

And  another  concern  that  I  have  is  that  in  looking  to  the  future, 
there  was  very  little  reference  in  your  testimony  to  any  of  the  pro- 
grams that  are  currently  being  utilized  that  revolve  around  ex- 
panded market  opportunities,  whether  it  be  MPP,  or  the  GSM  pro- 
grams. These  programs  will  in  fact  provide  the  tools  to  production 
agriculture  to  access  and  be  more  competitive  in  markets  that  you 
very  clearly  identified  are  going  to  be  emerging. 

And  hopefully  that  is  not  indicative  of  the  priority  they  are 
viewed  upon  within  USDA. 

Mr.  Collins.  No,  certainly  not.  I  didn't  include  those  because 
Mr.  Penny  just  had  a  hearing  within  the  past  week  on  that  very 
subject.  In  retrospect,  I  probably  should  have  had  some  section  in 
there  which  would  have  taken  my  testimony  from  ponderous  to 
ponderous  squared. 

But  I  think  your  point  is  exactly  right.  We  look  upon  those  as 
extremely  important.  If  we  are  continuing  on  this  path  toward  a 
market-oriented  agriculture,  which  was  set  in  place  in  1985  and 
again  in  1995,  then  what  is  most  critical  for  American  farmers  is 
to  find  ways  to  expand  their  markets  and  find  ways  to  reduce  their 
costs  of  production  and  become  more  efficient. 

That  suggests  that  you  look  at  things  like  flexibility,  it  suggests 
you  look  at  things  like  our  research  programs  and  see  how  they  can 
be  better  targeted,  and  I  suggest  you  look  at  our  export  programs. 
In  light  of  the  Uruguay  Round,  export  subsidy  disciplines,  we  have 
to  look  creatively  at  our  exports.  That  is  one  of  the  big  issues  you 
will  have  to  confront  over  the  next  6  months  to  a  year. 

Mr.  DoOLEY.  Thank  you. 
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Mr.  Sarpalius.  Mr.  Collins,  we  have  a  vote  on.  Would  you  mind 
staj^ng?  We  have  a  couple  of  other  members  who  would  like  to  ask 
you  questions. 

We  will  run  and  vote  and  be  right  back.  Thanks  for  your  pa- 
tience. 

[Recess  taken.] 

Mr.  Sarpalius.  Mr.  Collins,  thank  you  for  your  patience.  I  am 
sorry,  we  had  two  votes  there. 

President  Clinton  has  brought  up  the  idea  of  means  testing  for 
farm  programs  to  pay  for  welfare  reform.  All  farm  income  of 
$100,000  or  more  would  be  eligible  for  farm  program  payments,  in 
an  effort  to  target  assistance  to  so-called  family  farms.  This  is  not 
a  new  concept.  Prior  to  1990,  farm  bill  payment  limits  were  also 
considered  and  rejected  by  Congress. 

I  would  like  to  know  USDA's  position  on  means  testing,  and  also 
do  you  believe  that  this  concept  could  become  a  reality? 

Mr.  Collins.  That  is  a  tough  question,  Mr.  Chairman.  Let  me 
just  start  by  repeating  what  you  said.  This  is  not  a  new  idea.  This 
was  proposed  in  two  different  Presidents'  budgets  that  I  know  of, 
perhaps  even  three,  over  time.  The  proposal  finally  evolved  to  the 
point  where  it  would  exclude  from  payments  producers  that  have 
$100,000  or  more  in  off-farm  income. 

There  is  a  lot  of  devil  in  the  details  in  that,  what  is  farm  income, 
what  is  off-farm  income,  who  is  a  producer,  who  is  not  a  producer? 
That  proposal  would  apply,  we  think,  to  a  very  small  portion  of  in- 
dividuals. 

To  give  you  an  example,  the  most  recent  IRS  data  that  we  have 
has  something  in  the  order  of  800,000  individuals  who  filed  a 
schedule  F  with  their  income  tax  return,  and  roughly  30,000  of 
those  had  $100,000  or  more  in  off-farm  income,  which  is  roughly 
4  percent. 

There  were  a  total  of  almost  2  million  schedule  F  filers  in  the 
returns  for  that  year.  And  so  this  is  30,000  out  of  2  million,  rough- 
ly. So  it  is  a  fairly  small  number.  And  the  amount  of  budgetary 
savings  associated  with  that  is  also  fairly  small.  It  is  about  $100 
million  a  year. 

Having  said  all  that,  I  think  I  can  only  add  that  this  is  an  ad- 
ministration proposal,  the  USDA  is  part  of  the  administration,  so 
the  USDA's  position  is  the  same  as  the  administration  on  this.  But 
we  do  recognize  that  there  are  an  awful  lot  of  problems  in  imple- 
menting this,  and  there  are  an  awful  lot  of  problems  in  actually 
achieving  the  savings  from  it. 

The  biggest  problem  is  that  people  could  undertake  ways  of  cir- 
cumventing this  discipline,  for  example  someone  who  has  more 
than  $100,000  in  off-farm  income  and  has  a  share  rental  arrange- 
ment, receives  a  check  from  USDA  through  their  share  rental  ar- 
rangement, could  shift  to  a  cash  rental  arrangement,  still  essen- 
tially get  the  benefit  of  the  program,  but  the  USDA  check  would 
go  to  the  tenant  rather  than  the  landlord. 

We  think  we  have  taken  most  of  those  adjustments  into  account 
when  we  have  estimated  the  savings.  Your  second  question  was,  do 
I  think  it  could  happen,  could  it  become  a  reality?  If  history  is  any 
guide,  it  hasn't  happened  so  far.  I  just  don't  know  the  answer  to 
that  question.  That  is  certainly  up  to  Congress  to  decide. 
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Mr.  Sarpalius.  Recently,  GAO  released  a  report  on  wheat  sup- 
port, analyzing  the  impact  of  target  prices  versus  export  subsidies. 
It  was  concluded  by  GAO  that  even  increased  exports  by  3  to  11 
percent  raised  wheat  prices  by  0.4  to  12  percent. 

I  am  sure  you  have  had  a  chance  to  see — have  you  seen  that  re- 
port, that  GAO  report? 

Mr.  Collins.  I  think  I  have,  and  I  really  can't  remember  the  de- 
tails of  it. 

Mr.  Sarpalius.  Let  me  ask  you,  in  your  opinion,  do  you  think  on 
improving  net  farm  income  for  most  crop  producers,  is  it  better  to 
invest  in  even  or  is  it  better  to  invest  in  hard  target  prices? 

Mr.  Collins.  I  am  not  sure  I  know  the  answer  to  that  question. 
I  think  a  lot  of  the  outcome  would  depend  on  how  effective  you 
think  the  export  enhancement  program  is.  I  think  we  have  re- 
search results  that  suggest  that  in  the  number  of  years  since  its 
inception,  its  effect  on  exports  could  be  higher  than  the  3  to  11  per- 
cent range  that  you  quoted. 

I  think  the  concepts  are  really  different.  The  target  price  is  pure 
and  simple  income  support.  The  export  enhancement  program  ex- 
ists to  counter  unfair  trade  subsidies,  it  exists  to  provide  market 
expansion.  I  think  the  two  have  very  different  policy  objectives. 

I  realize  that  is  not  your  question.  Your  question  is,  "Which  is 
more  effective  in  raising  income?"  I  don't  think  I  can  answer  that 
question.  I  really  don't  know  the  answer  to  that  at  this  point.  But 
I  do  think  you  have  to  take  into  account  the  policy  objectives  of  the 
two  programs  as  being  quite  different. 

Mr.  Sarpalius.  That  is  part  of  the  debate  we  are  having  now 
with  GATT. 

Mr.  Collins.  I  would  be  happy  to  take  a  look  at  that.  I  would 
like  to  have  the  opportunity  to  go  back  and  look  at  that  GAO  re- 
port. I  would  be  happy  to  give  you  my  view  in  relation  to  the  cost 
effectiveness  of  those  two  approaches. 

Mr.  Sarpalius.  I  would  greatly  appreciate  it. 

[The  following  information  is  provided  for  the  record.] 

The  GAO  report  concluded  that  higher  target  prices  to  producers  would  increase 
producers'  net  income  from  wheat  production  more  than  an  equivalent  level  of  indi- 
rect support  through  subsidies  granted  under  the  Export  Enhancement  Program 
(EEP).  GAO  estimated  that  the  EEP  increased  wheat  producers'  net  income  by  $259 
million  per  year,  while  increasing  the  target  price  would  have  increased  wheat  pro- 
ducers' net  income  by  $314  million  per  year,  given  the  same  budget  for  each  alter- 
native. 

The  estimated  difference  in  net  farm  income  between  the  two  programs  of  $55 
million  per  year  amounts  to  an  annual  increase  of  less  than  one  percent  in  wheat 
producers'  net  income,  which  average  $6.54  billion  over  the  analysis  period.  Further- 
more, additional  simiilation  analyses  conducted  by  GAO  indicates  that  reasonable 
changes  in  basic  assumptions  about  the  effective  of  EEP  in  raising  exports  can  lead 
to  the  conclusion  that  EEP  increases  farm  income  more  than  an  increase  in  target 
prices.  Thus,  I  beUeve  it  is  proper  to  interpret  the  GAO  report  as  indicating  that 
both  programs  lead  to  nearly  the  same  increase  in  farm  income. 

As  noted  by  GAO,  the  EEP  has  impacts  that  direct  income  support  pajrments  do 
not,  namely,  more  exports  and  higher  income  for  grain-marketing  firms.  In  addition, 
the  program  may  pressure  foreign  competitors  to  reform  policies  that  distort  trade 
and  to  enter  trade  agreements  to  reduce  trade-distorting  subsidies.  Such  reforms 
and  trade  agreements  expand  trade  opportunities  and  increase  economic  growth, 
contributing  to  expanded  markets  for  U.S.  agricultural  products.  These  positive  ben- 
efits should  not  be  overlooked  when  comparing  a  target  price  increase  with  addi- 
tional funding  for  the  EEP. 

Finally,  I  believe  increasing  the  target  price  for  one  commodity,  such  as  wheat, 
would  lead  to  pressure  to  increase  target  prices  for  other  commodities  as  well.  Of 
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course,  budget  constraints  will  likely  prevent  us  from  raising  target  prices  in  the 
1995  Farm  Bill  and  the  Uruguay  Round  Agreement  will  place  limits  on  export  sub- 
sidies. 

Mr.  Sarpalius.  The  gentleman  from  Michigan. 

Mr.  Smith  of  Michigan.  Thank  you  very  much.  On  the  CRP  land 
coming  back  into  production,  how  significant  are  those  36  million 
acres  coming  back  into  production  going  to  be  in  depressing  feed 
grain  prices  or  other  prices? 

Mr.  Collins.  I  think  the  answer  to  that  really  depends  on  how 
fast  demand  grows  as  that  land  comes  back  into  production.  I  think 
our  feeling  has  been  the  combination  of  what  we  expect  in  demand 
growth  with  our  ability  to  use  acreage  reduction  programs  could 
prevent  prices  from  being  depressed.  We  think  we  could  maintain 
prices,  for  example,  at  the  levels  they  have  averaged  over  the  last 
few  years  with  a  small  increase  in  the  acreage  reduction  programs. 

Mr.  Smith  of  Michigan.  Still,  we  have  always  had  that  ability  to 
adjust  set-asides.  So  do  I  understand  you  to  suggest  that  the  addi- 
tional demand  be  generated  from  the  Uruguay  Rounds  might  offset 
those  acres  coming  back  into  production? 

Mr.  Collins.  Generally,  I  would  say  that  is  true.  We  don't  have 
the  Uruguay  Round  yet.  But  if  I  were  to  add  the  effects  of  the  Uru- 
guay Round  on  top  of  what  we  already  foresee  without  a  Uruguay 
Round,  that  would  by  and  large  absorb  most  of  that  returning  acre- 
age by  the  end  of  the  decade. 

Mr.  Smith  of  Michigan.  And  so  you  are  comfortable  in  terms  of 
maintaining  farm  income  and  commodity  prices,  to  allow  all  that 
land  to  come  back  into  production? 

Mr.  Collins.  I  think  if  all  of  that  land  were  to  come  back  into 
production,  we  could  probably  nearly  maintain  nominal  farm  in- 
come. I  think  real  farming  income,  income  adjusted  for  inflation, 
would  probably  decline  some  over  the  period. 

Mr.  Smith  of  Michigan.  Has  somebody  in  the  Department  cal- 
culated what  percent  of  that  land  is  coming  back  into  production, 
and  how  fast  it  will  come  into  production  for  each  one  of  the  next 
4  or  5  years? 

Mr.  Collins.  We  have  indeed  projected  that,  yes. 

Mr.  Smith  of  Michigan.  Could  I  have  a  copy  of  that  projection? 

Mr.  Collins.  I  would  be  happy  to  provide  it.  We  do  provide  that 
as  background  or  backup  material  to  the  President's  budgets.  I 
would  be  happy  to  give  you  a  copy  of  that. 

[The  following  information  is  provided  for  the  record.] 

The  tables  show  the  February  1994  President's  Budget  projections,  in  millions  of 
acres,  for  acreage  planted  and  acreage  in  the  Conservation  Reserve  Program. 
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Mr.  Smith  of  Michigan.  Can  you  give  me  just  an  estimate  of 
what  percentage  of  this  land  you  think  has  grown  up  enough  or 
has  been  planted  to  some  kind  of  a  tree  enterprise  or  for  some 
other  reason  won't  be  coming  back  into  production  in  the  next  10 
years? 

Mr.  Collins.  I  can  refer  you  to  Soil  and  Water  Conservation  So- 
ciety's survey  taken  I  think  in  November  of  1993,  which  estimated 
that  roughly  40  percent  would  not  come  back  into  production. 

[The  information  follows:! 

Respondents  to  the  1993  Soil  and  Water  Conservation  Society  survey  of  Conserva- 
tion Reserve  Program  (CRP)  participants  indicated  the  following  intended  uses  of 
their  CRP  land  after  contract  expiration: 

Percent  of 
acreage 

Use: 

Return  to  cropping 63 

Keep  in  grass  for  hay  or  livestock  forage  23 

Keep  in  trees  for  timber  production  4 

Keep  in  grass/trees  for  wildlife/recreation  2 

Keep  in  grass/trees  with  no  use  3 

Sell  3 

Other  or  unknown  2 

Total  100 

Current  USDA  CRP  contract  data  indicate  the  following  existing  uses  of  CRP 
land: 

Percent  of 
acreage 

Use: 

Tame  grass  62 

Native  grass  25 

Trees  7 

Wildlife  practices  5 

Other 1 

Total  100 

Mr.  Smith  of  Michigan.  Are  we  seeing  overall  a  continuing  mi- 
gration away  from  the  farm  and  production  agriculture?  Also,  what 
do  the  statistics  show  about  the  expansion  of  average  farm  size  and 
the  declining  number  of  farmers? 

Mr.  Collins.  I  think  we  are  right  at  a  point  now  where  we  ex- 
pect to  see  over  the  coming  years  that  much  of  the  migration  out 
of  agriculture  will  be  the  older  farmers.  The  average  age  of  farm 
operators  today  is  about  54  years.  There  have  been  projections 
about  dynamics,  the  entry  and  exit  of  agriculture  over  the  next  few 
years,  and  an  awful  lot  of  those  that  leave  will  be  the  older  farm- 
ers. 

Having  said  that,  it  is  really  hard  to  generalize.  Earlier  in  my 
comments  I  talked  about  what  we  call  the  vulnerable  farms,  those 
in  the  most  financiad  stress,  most  subject  to  bankruptcy,  and  it 
turns  out  that  there  is  a  higher  proportion  of  those  farmers  that 
are  younger. 

Many  of  them  have  higher  debt.  Debts  to  assets  is  one  of  the  fac- 
tors we  take  into  account  when  we  look  at  farms  vulnerable  to 
bankruptcy.  So  it  is  hard  to  generalize.  But  it  looks  like,  based  on 
the  portion  of  farmers  vulnerable  right  now,  those  that  would  be 
forced  out  of  agriculture  for  a  variety  of  reasons,  a  higher  propor- 
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tion  of  them  might  tend  to  be  younger.  However,  those  that  go  out 
voluntarily,  those  tend  to  be  older. 

Mr.  Smith  of  Michigan.  I  heard  you  mention  the  average  farm 
income,  roughly  $40,000,  represented  a  population  in  agriculture 
where  70  percent  on  the  average  was  off-farm  income.  What  if  you 
were  to  look  at  those  farmers  that  depend,  say,  80  percent  on  the 
farm  for  their  income?  How  would  their  income  compare?  What  is 
their  average  income? 

Mr.  Collins.  Actually  we  look  at  these  data  by  sales  class,  by 
the  amount  that  a  farm  sells  each  year.  And  the  statistic  that  Mr. 
Dooley  was  talking  about  was  the  average  household  income  for  all 
farms,  which  is  about  $40,000.  But  that  is  farm  and  off-farm  earn- 
ings combined. 

If  you  were  to  break  that  down  to  the  small  farms  versus  the 
large  farms,  you  would  find  the  total  household  incomes  aren't  that 
much  different.  For  the  small  farms,  though,  it  turns  out  virtually 
all  of  that  income  comes  from  off  the  farm.  For  the  larger  farms, 
with  more  than  $40,000  in  sales,  as  you  would  expect,  a  larger  pro- 
portion comes  from  on  the  farm  activities. 

Mr.  Smith  of  Michigan.  So  you  don't  have  a  calculation? 

Mr.  Collins.  I  don't  have  it  in  my  head,  but  I  would  be  happy 
to  provide  you  with  the  data. 

[The  information  follows:] 

The  table  shows  average  farm  operator  household  income,  by  source  in  1991  for 
different  sales  classes  of  the  farm: 

c,u,  ri,„  Farm-related       Oti-farm  in-       ...  „  _ 

Sates  Class  ,„„„„.  „„„.  Total  income 

income  come 

All  farm  households $5,809  $31,638  $37,447 

Less  than  $50,000 -1,840  35,662  33,822 

$50,000  to  $99,999 12,082  19,426  31,508 

$100,000  to  $249,999 22,307  18,164  40,471 

$250,000  to  $499.999 47,333  23,997  71,330 

$500,000  and  more  143.421  34,489  177,910 

Mr.  Smith  of  Michigan.  Is  it  the  large  and  medium  size  farmers 
that  depend  to  a  greater  extent  on  the  farm  enterprise? 

Mr.  Collins.  It  depends  on  where  farm  size  falls.  If  you  are  in 
the  middle  size,  if  your  sales  are  $40,000  to  100,000,  the  household 
income  of  those  farms  tends  to  be  lower  than  those  very  small 
farms  that  don't  depend  on  farm  income,  and  it  is  lower  than  those 
very  large  farms  that  have  sales,  say,  more  than  $250,000  a  year. 

Roughly,  for  those  small  commercial  farms  their  household  in- 
come is  something  like  15  to  20  percent  below  the  national  average. 

Mr.  Smith  of  Michigan.  Is  there  a  significant  difference  between 
the  net  farm  income  of  the  middle  size — have  you  calculated  those 
farms  that  depend  primarily  on  farm  income  for  survival  as  a  clas- 
sification, as  a  category? 

Mr.  Collins.  No,  not  that  category.  I  am  not  sure  how  we  would 
classify  them  according  to  that. 

Mr.  Smith  of  Michigan.  I  am  just  wondering  if  the  trend  is  to 
have  part  of  that  farm  workforce  taking  an  off-farm  job  to  survive 
in  agriculture. 

Mr.  Collins.  That  is  absolutely  a  trend,  particularly  for  the 
smaller,  more  limited  resource  farms.  They  are  very  dependent  on 
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off-farm  income.  You  are  not  going  to  affect  those  producers  with 
price  and  income  support  policies. 

The  best  way  to  affect  those  producers  is  through  improving  their 
educational  attainment  or  achievement  or  providing  off-farm  job 
opportunities  or  providing  some  kind  of  technical  assistance  that 
might  help  them  in  diversification  or  getting  larger,  or  maybe  cred- 
it, which  would  help  them  capitalize  themselves  and  get  larger. 

But  for  the  smaller  size  operations,  they  are  very  dependent  on 
off-farm  income.  That  is  a  trend  that  will  continue. 

Right  now,  we  say  that  of  the  total  income  earned  by  farm  opera- 
tor households,  roughly  12  to  14  percent  is  from  farm  sources.  If 
we  were  to  project  that  out  to  the  end  of  the  decade,  that  would 
likely  fall  well  below  10  percent. 

Mr.  Smith  of  Michigan.  So  does  this  mean  that  for  a  strong,  via- 
ble, and  stable  agricultural  enterprise,  the  agricultural  sector  of 
this  country  today  is  more  dependent  on  the  availability  of  the 
manufacturing  or  other  off-farm  jobs? 

Mr.  Collins.  I  would  say  it  is  true  for  the  smaller  size  farms. 
It  is  very  difficult  to  generalize  about  agriculture,  because  we  have 
this  tremendous  dichotomy.  We  have  very  large,  highly  capitalized, 
efficient  farms  that  make  in  many  respects  a  good  income.  We  have 
2  percent  of  the  farms  that  earn  something  like  30  or  40  percent 
of  the  income.  So  we  have  this  kind  of  very 

Mr.  Smith  of  Michigan.  Of  the  net  income?  Is  that  right? 

Mr.  Collins.  Yes.  So  we  have  a  large  group  of  very  small  farms, 
1.5  million  farms,  that  in  the  aggregate  earn  virtually  no  farm  in- 
come. They  earn  something  on  the  order  of  10  percent  of  the  total 
U.S.  farm  income.  And  we  have  the  other  600,000  farms  that  are 
earning  90  percent  of  the  farm  income.  Within  that  other  600,000, 
we  have  some  very  large  concentrated  operations  that  earn  an 
awful  lot  of  income. 

So  when  you  start  talking  about  income  statistics  for  agriculture 
and  tiying  to  generalize  from  that,  it  is  very  difficult.  The  policy 
options  that  affect  the  bottom  line  differ  depending  on  which  size 
category  farm  you  are  looking  at. 

So  this  question  about  off-farm  income,  I  don't  think  it  is  that 
important  for  the  larger  size  operations  that  are  producing  most  of 
the  food  and  fiber  for  America. 

But  it  is  much  more  important  for  those  very  small  operations 
that  we  still  classify  as  farms  because  they  meet  the  census  defini- 
tion of  a  farm,  but  are,  in  all  practical  respects,  rural  residences 
and  not  farms. 

Mr.  Smith  of  Michigan.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Sarpalius.  The  gentleman  from  North  Dakota. 

Mr.  Pomeroy.  Thank  you,  Mr.  Chairman.  Mr.  Collins,  your  testi- 
mony is  extremely  interesting.  I  note  among  the  baseline  assump- 
tions, no  provision  for  the  conservation  reserve  program,  like  Mr. 
Smith,  I  must  apologize  if  you  have  covered  some  of  this  ground 
before,  but  does  that  reflect  an  inclination  in  the  administration 
that  this  program  will  not  be  renewed  in  any  fashion? 

Mr.  Collins.  I  think  that  reflects  a  budget  assumption.  At  the 
time  the  President's  budget  was  developed,  what  we  tried  to  do  in 
February  was  to  define  what  is  a  current  services  budget.  There 
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are  some  guidelines  for  that  in  the  Budget  Enforcement  Act.  And 
based  on  those  guidelines,  it  was  determined  that  an  appropriate 
baseline  which  continues  current  policy,  because  the  ability  to  con- 
tinue enrollment  after  1995  would  end,  would  provide  for  expira- 
tion of  the  contracts. 

I  say  that  was  not  intended  to  be  a  signal  of  the  administration's 
position  on  the  conservation  reserve  program.  And  I  would  say  that 
that  assumption  about  the  expiration  of  the  CRP  will  get  reviewed 
again,  and  will  either  be  affirmed  or  not  when  the  President's 
budget  is  updated  on  July  15,  of  this  year. 

Mr.  POMEROY.  Implicit  in  the  CRP  assumption  that  some  of  the 
acres  will  come  back  into  production,  not  all.  Are  you  aware  of  per- 
centages at  all? 

Mr.  Collins.  I  just  gave  those  to  Mr.  Smith.  I  think  there  are 
a  range  of  studies  that  have  looked  at  that  question.  And  generally 
they  show  50  to  60  percent  would  come  back  into  production.  The 
most  recent  one,  as  I  mentioned,  was  this  survey  taken  in  Novem- 
ber. Of  course,  that  was  a  time  of  very  high  prices.  That  was  a  time 
when  it  was  more  attractive  to  bring  that  land  into  production  be- 
cause of  the  high  prices.  So  we  got  one  of  the  higher  estimates,  of 
all  the  estimates  that  are  out  there.  Sixty-three  percent  would 
come  back  into  production. 

On  the  other  hand,  you  don't  know  how  a  producer  is  going  to 
answer  that  question.  When  you  ask  them  if  they  are  going  to 
bring  that  land  back  into  production,  and  it  is  not  going  to  come 
back  into  production  until  1997  or  1998  and  you  are  asking  them 
in  1994  to  give  you  that  estimate,  when  it  gets  up  to  the  point 
where  that  contract  expires  and  they  have  to  make  a  decision 
whether  to  leave  that  land  idle  or  not,  we  may  well  see  some  of 
those  percentages  actually  go  up  as  farmers  decide  they  want  to  try 
and  get  income  off  of  that  land  rather  than  leave  it  idle.  But  for 
right  now,  we  are  using  roughly  50  to  60  percent. 

Mr.  POMEROY.  Knowing  North  Dakota  producers,  I  would  expect 
that  is  substantially  on  the  low  end.  Another  concern  in  North  Da- 
kota, which  is  primarily  a  grain  production  area,  involves  the 
plight  of  oilseeds  under  the  GATT  in  that  oilseeds,  as  we  strive  for 
crop  diversity,  oilseeds  have  provided  some  opportunity  for  our  re- 
gion. 

No  other  commodity  takes  the  t3T)e  of  reduction  that  oilseed  ex- 
port subsidies  face,  a  79  percent  reduction  off  of  the  1991-1992  fis- 
cal year,  under  even,  SOAP  and  COAP.  And  the  administration  has 
indicated  they  expect  to  capture  $1  million  off  of  reductions  in  defi- 
ciency payments  in  light  of  increased  world  trade  and  higher  mar- 
ket prices  resulting  therefrom  under  the  GATT. 

I  don't  think  it  adds  up.  I  think  that  is  a  baseless  rosy  scenario. 
If  you  look  at  no  assistance  to  oilseeds,  I  think  you  are  looking  at 
a  real  commodity  killer.  And  that  opportunity  for  diversification  of 
agriculture  in  North  Dakota  is  therefore  less  attractive  by  a  long 
shot  than  it  is  today. 

Adding  the  increased  production  in  wheat  from  the — if  we  fail  to 
do  something  about  continuing  CRP,  and  a  big  question  mark 
hanging  over  whether  the  Canadian  dumping  into  our  market  will 
be  resolved  or  not,  I  think  I  really  don't  see  a  basis  for  reductions 


25 

in  deficiency  pajanents,  in  light  of  my  fairly  pessimistic  outlook  for 
wheat  going  forward. 

Would  you  respond  to  that? 

Mr.  Collins.  I  think  the  economics  of  what  you  said  make  sense. 
I  think  that  vegetable  oils  under  export  assistance  programs  do 
take  a  tremendous  decline  under  the  Uruguay  Round.  But  that  is 
of  course  because  the  base  period  for  subsidized  vegetable  oil  ex- 
ports was  quite  low.  It  has  been  in  the  early  1990's  that  exports 
have  gone  way  up.  So  indeed  subsidies  would  decline.  And  I  know 
that  is  a  point  of  concern  and  people  are  looking  at  options  for  ex- 
panding vegetable  oil  sales  in  other  arenas. 

And  I  think  you  are  right,  to  the  extent  that  vegetable  oil  should 
it  become  less  attractive,  less  profitable  because  of  the  reduced  ex- 
port assistance  programs,  could  lead  to  some  substitution  of  Spring 
wheat  for  oilseeds.  I  don't  disagree  with  that. 

I  also  agree  about  the  Canadian  issue.  I  would,  however,  say  no 
one  knows  what  the  Canadians  are  going  to  do.  We  try  aind  forecast 
based  on  the  relative  supply  and  quality  of  the  U.S.  crop  versus  the 
Canadian  crop.  And  for  right  now  we  are  showing  for  the  1994— 
1995  season  a  reduction  in  U.S.  imports  from  100  million  bushels 
in  1993-1994  to  80  million  bushels  in  1994-1995.  But  as  you  point- 
ed out,  the  Canadian  Wheat  Board  is  free  to  price  the  way  they 
want,  to  take  advantage  of  the  premium  in  our  market  compared 
to  their  other  markets  around  the  world. 

So  we  don't  know  for  sure  whether  that  80  million  bushels  will 
prove  right.  But  based  on  our  current  projection,  we  would  show 
modest  increases  in  U.S.  wheat  imports  out  through  the  rest  of  the 
decade. 

That  is  our  set  of  numbers.  We  may  be  wrong.  You  may  be  right. 
It  may  be  a  higher  number,  and  I  understand  your  logic  for  that 
completely,  having  spent  some  time  discussing  this  issue  with  the 
Canadians  themselves. 

The  deficiency  payment  savings  that  is  being  used  as  a  discus- 
sion point  for  paying  for  the  GATT  implementing  legislation  is  a 
savings  on  the  order  of  $700  million,  which  is  accumulated  over  5 
years  1995-1999.  So  it  is  really  not  a  very  big  deficiency  payment 
savings. 

Mr.  POMEROY.  I  believe  the  $700  million  figure  is  tariff  savings, 
and  $1  billion  deficiency.  Is  that  how  I  understood  that? 

Mr.  Collins.  I  know  everybody  has  a  different  interpretation  of 
these  numbers.  Since  there  is  so  many  of  them  that  have  been  dis- 
cussed. Let  me  take  a  shot  at  trying  to  explain  these  numbers. 

For  a  long  time,  the  Department  and  other  people  said  that  the 
forgone  tariff  revenue  was  $600  million.  The  $600  million  was 
based  on  1992  trade  levels  with  the  tariff  reductions  imposed  by 
the  Uruguay  Round  applied  to  the  1992  trade  levels.  That  is  a 
number  that  had  common  currency  for  a  long  time.  When  CBO  and 
the  Office  of  Management  and  Budget  began  looking  at  these  num- 
bers, they  said  you  really  can't  use  1992  trade  levels  because,  over 
the  decade,  there  will  be  expansion  of  trade,  there  ought  to  be  some 
growth  factor  applied.  So  OMB's  reestimate  of  this  was  that  the 
forgone  tariff  is  $800  million  over  the  five  calendar  years,  1995 
through  1999.  It  is  basically  the  1992  trade  levels  inflated  for  the 
out  years. 
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If  you  were  to  put  that  on  a  fiscal  year  basis  the  estimate  is  $700 
million,  if  you  assume  the  Uruguay  Round  begins  on  January  1, 
1995.  If  you  assume  it  begins  on  July  1,  1995,  that  actually  knocks 
the  estimate  back  to  the  original  $600  million.  So  my  point  of  this 
illustration  is  that  there  is  a  range  of  numbers  that  people  have 
talked  about  in  the  public  domain  about  forgone  tariff  revenues. 

Now,  put  those  aside.  Then  on  the  other  hand  is  the  so-called 
$1.7  billion  in  savings.  My  understanding  of  that  is  that  there  are 
two  components.  There  is  $1  billion  due  to  reduction  in  export  as- 
sistance programs  and  $700  million  in  savings  in  deficiency  pay- 
ments. 

Mr.  POMEROY.  I  may  have  misunderstood  that.  I  want  to  thank 
you  for  your  assistance  on  the  Canadian  problem,  which  is  a  very 
serious  one,  and  I  think  the  USDA's  analysis  has  been  quite  help- 
ful in  getting  administrative  support.  We  may  need  to  draw  upon 
you  as  we  attempt  to  convince  House  colleagues  about  the  impor- 
tance of  having  language  in  article  XXVIII  that  will  allow  us  to 
deal  with  this  matter. 

Mr.  Collins.  I  had  the  opportunity  to  be  out  in  Chicago  on  Mon- 
day of  this  week  for  discussions  with  the  Canadians  there.  And  I 
can  only  reinforce  your  comment.  It  is  very  important  to  have  that 
article  XXVIII  authority.  It  is  certainly  the  avenue  we  are  pursuing 
at  this  point. 

Mr.  PoMEROY.  No  further  questions,  Mr.  Chairman. 

Mr.  Sarpalius.  Mr.  Collins,  thank  you  very  much  for  your  testi- 
mony, your  time,  your  patience.  And  I  appreciate  your  taking  the 
time  to  come  down  here  and  visit  with  us. 

Mr.  Collins.  Thank  you  very  much,  Mr.  Chairman.  I  hope  it  was 
helpful. 

Mr.  Sarpalius.  I  now  call  the  second  panel.  We  will  hear  from 
Mr.  Steve  Yoder,  the  American  Soybean  Association;  Mr.  Bruce 
Brumfield,  president,  National  Cotton  Council  of  America;  Mr.  Carl 
Schwensen,  National  Association  of  Wheat  Growers;  Mr.  Bob  Bor, 
U.S.  Rice  Producers  Association. 

I  would  like  to  ask  each  of  you  gentlemen  if  you  wouldn't  mind 
trying  to  keep  your  testimony  to  5  minutes.  We  have  a  little  light 
there  that  tells  when  your  time's  over,  so  we  can  ask  you  some 
questions. 

I  want  to  welcome  all  of  you  to  the  subcommittee.  We  look  for- 
ward not  only  to  your  testimony  today  but  to  working  with  you  as 
we  begin  to  work  toward  the  1995  farm  bill  and  many  of  the  other 
problems  facing  the  commodities  that  you  represent. 

Mr.  Yoder. 

STATEMENT  OF  STEVE  YODER,  CHAIRMAN,  BOARD  OF 
DIRECTORS,  AMERICAN  SOYBEAN  ASSOCIATION 

Mr.  Yoder.  Good  afternoon,  Mr.  Chairman,  and  members  of  the 
subcommittee.  I  am  Steve  Yoder,  a  soybean  and  peanut  farmer 
from  Altha,  Florida,  chairman  of  the  board  of  directors  of  the 
American  Soybean  Association.  ASA  is  a  producer  supported  and 
directed  national  trade  organization  representing  all  U.S.  soybean 
growers. 

We  very  much  appreciate  the  opportunity  to  be  here  today  and 
to  present  our  perspective  on  the  economic  outlook  for  U.S.  soybean 
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growers.  Mr.  Chairman,  profitability  in  the  soybean  sector,  as  in 
any  industry,  is  a  function  of  increasing  demand  and  reducing  cost. 
In  our  sector,  demand  has  been  driven  by  growing  consumption  of 
high  protein  soybean  meal  by  United  States  and  foreign  livestock 
sectors.  Demand  for  soybean  oil  has  also  grown,  but  so  has  com- 
petition from  other  domestic  and  foreign  oilseed  producers. 

As  U.S.  soybean  production  expanded  in  the  1950's  and  1960's, 
soybean  oil  became  established  as  the  standard  in  U.S.  margarine 
and  salad  oil  markets.  At  the  same  time,  surplus  soybean  oil  be- 
came a  major  export  under  the  food  for  peace  program.  The  com- 
bination of  expanding  protein  demand  and  policies  designed  to  bal- 
ance corn  and  soybean  production  encouraged  ASA's  orientation  to- 
ward free  trade  in  agriculture  during  the  1970's  and  1980's. 

During  the  1980's,  two  shifts  in  policy  reversed  the  boom  in  the 
U.S.  soybean  industry.  First,  U.S.  farm  programs  came  under  in- 
creasing pressure  to  reduce  Government  outlays.  The  short  drop  in 
the  corn  loan  rates  under  the  1985  farm  bill  undercut  soybean 
prices  and  raised  the  importance  of  target  prices  and  base  acres. 

Second,  U.S.  efforts  to  defend  export  markets  for  wheat  and  bar- 
ley encouraged  our  foreign  competitors  to  expand  oilseed  produc- 
tion. As  the  United  States  lost  15  million  acres  of  soybean  and  sun- 
flower production  between  1983  and  1990,  Brazil,  Argentina,  Can- 
ada, and  the  European  Community  increased  their  acreage  planted 
to  soybeans,  sunflowers,  and  rapeseed  by  an  almost  equal  amount. 

In  addition,  U.S.  competitors  have  increasingly  targeted  trade  in 
vegetable  oil  as  opposed  to  oilseeds.  This  policy  has  encouraged  de- 
velopment of  oilseed  processing  facilities  which,  in  turn,  is  encour- 
aging expanded  oilseed  production. 

The  Uruguay  Round  agreement  represents  a  crossroads  for  the 
U.S.  oilseed  sector,  Mr.  Chairman.  Our  industry  welcomes  these 
negotiations  and  supported  the  original  U.S.  objectives  of  eliminat- 
ing all  trade  distorting  practices  believing  we  had  far  more  to  gain 
than  to  lose  from  trade  liberalization.  We  pursued  a  zero-for-zero 
policy  to  eliminate  all  import  barriers  and  Government  export  in- 
centives long  after  the  Bush  administration  abandoned  this  goal  of 
the  Uruguay  Round. 

Unfortunately,  the  final  agreement  will  reduce  U.S.  vegetable  oil 
exports  under  EEP,  SOAP,  and  COAP  by  79  percent  over  the  next 
6  years  without  requiring  any  cuts  in  exports  by  our  competitors. 
Based  on  1991-1992  levels,  this  reduction  will  exceed  500,000  tons 
of  lost  oil  exports  per  year  by  the  year  2000.  In  addition,  the  Uru- 
guay Round  includes  practically  no  commitments  by  importing 
countries  to  reduce  tariffs  on  vegetable  oil. 

As  Congress  prepares  to  consider  legislation  to  implement  the 
new  GATT  agreement,  we  find  ourselves  in  the  very  uncomfortable 
position  of  asking  for  protection  from  a  trade  agreement  originally 
intended  to  liberalize  world  trade. 

As  you  know,  Mr.  Chairman,  the  U.S.  oilseed  industry  is  united 
in  asking  the  administration  and  Congress  to  offset  the  impact  of 
GATT  through  a  program  developing  new  domestic  markets  for  in- 
dustrial products  based  on  vegetable  oils.  We  are  also  proposing 
that  vegetable  oil  supplies  exceeding  historical  levels  be  purchased 
for  food  aid  or  for  industrial  uses.  We  ask  members  of  the  sub- 
committee to  support  these  measures  as  an  amendment  to  the 
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GATT  implementing  legislation  to  ensure  our  industry  is  not  un- 
fairly penalized  for  past  efforts  to  support  more  open  world  trade. 

To  date,  the  administration  has  refused  to  acknowledge  the  very 
real  and  adverse  effect  the  Uruguay  Round  will  have  on  U.S.  vege- 
table oil  exports  over  the  next  6  years.  If  we  are  unable  to  obtain 
relief  in  the  administration's  bill  to  implement  GATT,  our  industry 
will  be  forced  to  take  a  more  aggressive  position  on  future  domestic 
and  international  trade  issues,  including  provisions  of  the  1995 
farm  bill. 

As  you  know,  Mr.  Chairman,  soybeans  and  other  oilseeds  are  tra- 
ditionally grown  in  rotation  with  feed  grains,  wheat,  and  cotton. 
Annual  soybean  production  has  been  less  a  function  of  retaining 
and  maximizing  farm  program  benefits  as  it  has  been  a  response 
to  market  conditions.  This  has  made  oilseed  production  and  profit- 
ability highly  vulnerable  to  foreign  competition  in  domestic  and  for- 
eign markets.  We  have  seen  clear  evidence  of  this  vulnerability  as 
U.S.  oilseed  acreage  has  eroded  over  the  past  decade. 

I  appreciate  very  much  the  opportunity  to  be  here.  We  intend  to 
play  an  active  and  constructive  role  in  encouraging  farm  programs 
that  benefit  producers. 

[The  prepared  statement  of  Mr.  Yoder  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Sarpalius.  Thank  you  very  much,  Mr.  Yoder.  Next,  Mr. 
Brumfield. 

STATEMENT  OF  BRUCE  BRUMFIELD,  PRESmENT,  NATIONAL 
COTTON  COUNCIL  OF  AMERICA 

Mr.  Brumfield.  Thank  you,  Mr.  Chairman,  and  distinguished 
members  of  the  subcommittee.  My  name  is  Bruce  Brumfield.  I 
serve  as  president  of  the  National  Cotton  Council  of  America,  the 
central  organization  of  the  U.S.  cotton  industry.  I  operate  a  diversi- 
fied farming  operation  near  Inverness,  Mississippi.  Cotton  is  my 
primary  cash  crop  but  I  also  produce  soybeans  and  catfish. 

I  commend  you,  Mr.  Chairman,  for  holding  this  hearing  and  ap- 
preciate the  opportunity  to  participate.  Before  I  address  the  state 
of  the  cotton  industry  and  the  cotton  provisions  of  the  farm  law, 
I  want  to  mention  our  concerns  with  the  GATT  implementing  legis- 
lation. 

We  are  deeply  concerned,  as  I  know  you  are,  about  the  rumors 
that  agriculture  may  be  asked  to  bear  a  disproportionate  share  of 
the  cost  of  implementing  this  agreement. 

We  applaud  your  opposition  to  that  notion  and  urge  your  contin- 
ued efforts  to  ensure  that  budget  offsets  are  not  damaging  to  agri- 
culture. We  support  your  efforts  to  ensure  that  EEP,  DEIP,  COAP, 
and  SOAP  can  continue  to  function  effectively.  We  also  support  ef- 
forts to  ensure  agriculture's  budget  baseline  is  protected,  and  funds 
are  fully  utilized  in  so-called  green  box  activities  to  develop  and  de- 
fend export  markets. 

A  final  word  about  GATT,  Mr.  Chairman.  I  am  deeply  concerned 
there  is  a  prevailing  misconception  among  policjonakers  and  the 
public  that  the  new  GATT  will  reduce  or  eliminate  the  need  for  ag- 
ricultural programs.  Obviously  nothing  could  be  further  from  the 
truth.  And  we  want  to  be  sure  as  many  people  as  possible  under- 
stand exactly  what  the  GATT  realistically  accomplishes. 
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With  respect  to  the  current  cotton  situation,  I  am  pleased  to  re- 
port that  the  U.S.  cotton  industry  is  much  improved  over  what  it 
was  prior  to  the  implementation  of  the  marketing  loan  in  the  1985 
legislation.  Total  off-take  has  expanded  by  more  than  50  percent 
since  the  1980  to  1985  premarketing  loan  years. 

I  am  also  pleased  to  report  that  cotton  program  cost  have  fallen 
dramatically  after  the  sharp  increase  resulting  from  the  disorder 
created  in  fiscal  years  1992,  1993,  and  1994  by  the  breakup  of  the 
Soviet  Union. 

On  balance,  our  program  costs  have  fallen  while  our  industry  has 
expanded  dramatically.  That  seems  highly  relevant  given  cotton's 
leading  role  in  generating  revenue  and  jobs. 

While  we  strongly  support  continuation  of  the  cotton  title  of  the 
farm  legislation,  there  are  important  common  provisions  which  will 
impact  the  operation  of  our  program.  I  will  also  mention  provisions 
of  the  commodity  programs  which  are  virtually  identical  in  each 
title. 

Our  top  priority  is  opposition  to  any  further  limits  on  program 
benefits,  means  test  organize  any  other  procedures  that  would  deny 
benefits  to  operations  based  on  size,  management  organization,  or 
income. 

Mr.  Chairman,  I  know  other  organizations  may  favor  additional 
cropping  flexibility,  but  cotton  is  the  only  commodity  with  a  net 
acreage  gain  as  a  result  of  the  normal  provisions.  They  have  a 
unique  concern  about  increasing  flexibility.  I  am  sure  we  all  agree 
that  an  increase  in  unpaid  flex  acres  would  be  an  unpopular  choice 
among  all  farmers. 

To  quickly  review  our  other  interests  in  the  so-called  common 
provisions  of  the  farm  bill,  we  support  some  equitable  adjustment 
in  payment  yield  and  harmonization  of  base  calculations.  We  be- 
lieve many  of  the  problems  with  inequities  in  base  and  yields  could 
be  addressed  by  utilization  of  discretionary  authority. 

We  support  authority  for  advanced  deficiency  pa3rments  and  vol- 
untary paid  diversion.  We  are  comfortable  with  the  CCC  sales  price 
restrictions  for  cotton.  We  support  the  establishment  of  a  National 
Appeals  Division  for  appeals  which  may  move  beyond  the  local 
level.  There  are  also  provisions  in  the  commodity  titles  which  are 
almost  identical.  We  strongly  oppose  implementation  of  cross  and 
offsetting  compliance.  We  support  the  0/85  program.  We  support  al- 
ternative nonmarket  disruptive  uses  of  nonvital  acres  and  a  tar- 
geted option  program. 

Mr.  Chairman,  one  of  the  most  significant  decisions  that  needs 
to  be  made  is  the  future  establishment  of  the  CRP.  We  have  urged 
the  Secretary  to  utilize  his  discretionary  authority  to  revise  and  ex- 
tend contracts.  This  program  has  generated  important  economic 
and  environmental  benefits.  We  also  need  to  make  every  effort  to 
extend  the  budget  baseline  to  preserve  our  options. 

Mr.  Chairman,  the  farm  bill  has  worked  well  for  a  majority  of 
our  industry.  It  is  not  perfect,  but  I  would  not  want  to  report  to 
you  on  the  state  of  our  industry  had  the  current  law  not  existed. 

We  applaud  the  interest  in  risk  management  and  export  pro- 
motion programs  and  we  remain  skeptical  of  wholesale  modifica- 
tions like  decoupling,  a  100  percent  base  flexibility  and  green  pa- 
pers. We  look  forward  to  working  with  you  and  the  members  of  this 
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subcommittee  as  you  craft  GATT  implementing  legislation,  crop  in- 
surance reform,  and  the  1995  farm  bill. 

I  thank  you  sincerely  for  the  opportunity  to  participate  in  this 
hearing  today. 

[The  prepared  statement  of  Mr.  Brumfield  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Sarpalius.  Thank  you.  Next,  Mr.  Schwensen. 

STATEMENT  OF  CARL  SCHWENSEN,  EXECUTIVE  VICE 
PRESIDENT,  NATIONAL  ASSOCIATION  OF  WHEAT  GROWERS 

Mr.  Schwensen.  Thank  you  very  much,  Mr.  Chairman.  Your 
subcommittee  has  my  testimony.  I  would  like  to  make  about  three 
points  from  that  this  afternoon. 

I  want  to  emphasize  the  export  dependency  of  wheat,  a  major 
commodity  in  the  United  States.  We  are  the  fourth  largest  wheat 
producing  nation  in  the  world,  and  the  first  largest  exporter.  Our 
exports  amount  to  $5  billion  annually;  a  major  contribution  to  our 
positive  export  agricultural  trade  balance.  Wheat  is  a  workhorse  for 
this  Nation's  economy,  both  domestically  and  in  export  trade. 

Looking  at  the  wheat  situation  in  the  1994-1995  season,  we  see 
it  to  look  pretty  similar  to  that  of  the  past  season.  Our  production 
is  going  to  be  down  2  percent.  Consumption  is  going  to  be  down 
about  4  percent.  Our  ending  stocks  will  be  up  by  about  10  percent. 
What  is  going  on  in  the  world  is  Europe  is  going  to  have  a  pretty 
similar  crop  to  last  year.  Canada's  crop  will  be  down.  Australia's 
crop  will  be  up  some.  We  do  see  some  increase  in  world  demand, 
particularly  in  China,  also  in  the  former  Soviet  Union,  assuming 
credits  are  available  for  the  FSU  to  purchase. 

So  there  will  be  some  slight  increase  in  world  wheat  trade,  but 
a  decline  in  the  U.S.  share  of  that  trade. 

I  also  want  to  comment  on  budget  constraints  very  quickly,  and 
on  trade  agreements.  In  the  area  of  budget  restraints,  we  have  at- 
tempted to  endure  the  impact  of  the  triple  base  decoupling  concept. 

Members  of  the  subcommittee,  I  believe,  understand  quite  well 
the  difficulty  that  wheat  farmers  have  in  benefiting  from  any  flexi- 
bility that  is  offered  under  modified  decoupling  schemes.  Our  farm- 
ers have  very  few  planting  options.  When  they  are  given 
nonpayment  acres  and  told  they  have  the  opportunity  to  generate 
maximum  income  from  whatever  crop  that  they  can  find  to  be  the 
most  available,  they  have  few  options  to  look  at. 

So  the  feature  of  flexibility  is  not  of  great  economic  value  to  our 
farmers.  The  CRP  program  has  been  mentioned.  Of  the  total  acres 
enrolled  in  that,  11  million  have  been  wheat  base  acres,  although 
they  are  beginning  to  come  out  as  contracts  mature.  1995,  and 
1996,  1997,  and  1998  will  be  big  years  for  wheat  contract  expira- 
tions. 

We  are  hopeful  that  there  will  be  extensions  of  existing  contracts 
to  allow  those  farmers  that  want  to  extend  to  do  so,  and  that  we 
can  go  through  this  transition  period  without  an  increase  in  the  na- 
tional acreage  reduction  program  to  establish  what  otherwise 
would  be  an  equilibrium. 

We  see  no  reason  to  rearrange  conservation  acres.  Conservation 
acres  have  been  well  kept  under  the  conservation  reserve  program; 
we  think  that  the  program  should  continue. 
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On  the  trade  side  of  things,  the  GATT  agreement  which  has  been 
heralded  by  many,  in  our  judgment,  has  been  oversold.  There  are 
only  modest  gains  for  the  Nation's  grain  producers.  In  particular, 
the  European  contribution  toward  reducing  export  subsidies  in  the 
world  in  5  years  is  going  to  amount  to  something  like  the  equiva- 
lent of  a  bad  wheat  crop  in  Italy,  8  million  tons  of  grain.  The  U.S. 
contribution  is  going  to  be  similar  to  that.  Other  nations  are  mak- 
ing no  contribution  at  all. 

It  is  in  that  regard  that  we  look  at  GATT  implementing  legisla- 
tion with  some  major  goals.  One  is  to  conform  the  export  enhance- 
ment program  that  our  Government  has  operated  since  1985  to  the 
new  world  order,  as  established  by  the  Uruguay  Round.  That  would 
be,  among  other  things,  to  refocus  the  program  so  that  it  can  be 
used  for  trade  expansion  and  market  development;  remove  the 
targeting  requirement  that  has  been  burdening  the  program  for 
quite  a  number  of  years;  and  assure  that  all  the  U.S.  moneys  al- 
lowed to  be  spent  and  the  volumes  allowed  to  be  exported  by  sub- 
sidies under  the  GATT  accord  are  programed. 

We  have  in  our  dispute  with  Canada  an  ITC  investigation  which 
will  mature  with  recommendations  in  early  July.  We  are  hopeful 
this  will  lead  to  some  strong  actions  to  promote  fair  trade  in  North 
America. 

Finally,  I  want  to  draw  the  committee's  attention  to  a  serious 
concern  we  have  with  regard  to  the  export  enhancement  program. 
The  appropriations  committees  in  the  House  and  in  the  Senate 
have  allotted  $850  million  for  the  EEP  program  in  fiscal  1985.  Cur- 
rently in  fiscal  1984  with  3  months  remaining,  we  are  almost  at 
that  level  already.  Our  projection  is  that  by  the  end  of  this  fiscal 
year,  we  will  have  spent  over  $1.1  billion  in  export  enhancement. 

That  means  that  by  approximately  this  time  next  year,  we  will 
be  out  of  funds  for  EEP  regardless  of  whether  or  not  the  GATT  im- 
plementation date  is  January  or  July  of  next  year.  The  funding  is 
going  to  run  out  unless  something  is  done.  It  is  a  major  concern 
that  we  have,  and  we  want  to  bring  it  to  the  committee's  attention. 
I  would  like  to  include  in  the  record  a  chart  that  we  have  made 
which  projects  prospective  EEP  performance  in  fiscal  1995  against 
that  of  the  last  two  seasons. 

Thank  you  very  much,  Mr.  Chairman.  I  would  be  pleased  at  the 
appropriate  time  to  answer  any  questions  from  you  and  the  sub- 
committee members.  Thank  you. 

[The  prepared  statement  of  Mr.  Schwensen  appears  at  the  con- 
clusion of  the  hearing.] 

Mr.  Sarpalius.  Next,  Mr.  Bor. 

STATEMENT  OF  ROBERT  M.  BOR,  COUNSEL,  U.S.  RICE 

PRODUCERS'  GROUP 

Mr.  BOR.  Mr.  Chairman  and  members  of  the  subcommittee,  my 
name  is  Bob  Bor.  I  am  the  Washington  counsel  for  the  U.S.  Rice 
Producers'  Group.  It  is  a  pleasure  to  be  here  before  you  today  and 
present  testimony  on  behalf  of  the  group. 

The  Rice  Producers'  Group  is  a  national  organization  represent- 
ing rice  producers  in  the  principal  rice  producing  States  of  Arkan- 
sas, California,  Louisiana,  Mississippi,  and  Texas. 
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I  would  like  to  begin  my  testimony  by  stating  that,  in  general, 
the  Rice  Producers'  Group  supports  continuation  of  the  current  pro- 
gram. It  has  done  well  for  the  entire  rice  industry  and  for  the  na- 
tional economy,  and  with  the  Uruguay  Round  agreements  in  place, 
program  costs  should  decrease  over  the  next  5  years  to  meet  with 
any  budget  constraints. 

The  program  is  sustaining  rice  producers  in  this  country.  Rice 
production  is  a  high-cost  crop  because  it  is  an  irrigated  crop  that 
depends  on  costly  supplies  of  water,  on  electricity,  and  gas  to  oper- 
ate the  pumps  to  move  the  water  where  needed  and,  as  a  result, 
producer  margins  are  very  limited.  The  producers  understand  the 
need  for  them  to  reduce  costs  and  are  investing  large  sums  of  their 
own  money  to  this  end  so  that  they  can  become  even  more  efficient 
than  they  are  today,  but  they  need  the  program  as  a  transition. 

It  is  now  9  years  after  enactment  of  the  marketing  loan  program 
that  set  new  directions  for  the  rice  industry.  However,  since  that 
time,  the  targets  have  been  reduced  by  10  percent.  The  payments 
have  been  reduced  by  some  15  percent.  In  addition,  as  yields  have 
been  increased,  deficiency  payments  are  still  based  upon  historic 
and  not  current  yields.  During  the  same  period  production  costs 
have  been  increased. 

A  report  just  released  by  the  Economic  Research  Service  shows 
a  general  increase  in  farm  expenses  from  1988  to  1992.  Taking  all 
economic  costs  into  consideration,  ERS  estimates  that  the  returns 
to  management  and  risk  in  1992  was  only  $7.29  an  acre.  Small 
wonder  that  in  the  current  year,  94  percent  of  the  total  rice  base 
in  the  United  States  is  enrolled  in  the  program,  a  higher  percent 
than  for  any  other  crop. 

Rice  production  has  benefited  the  national  economy  in  many  dif- 
ferent foreign  ways.  As  a  result  of  the  program,  domestic  use  has 
been  increasing.  Rice  has  found  itself  on  the  table  in  many  dif- 
ferent forms,  and  in  many  different  foods,  and  even  in  the  form  of 
beer.  It  has  also  been  exported  in  many  different  foreign  markets, 
and  in  the  current  marketing  year,  exports  have  been  expanded 
and  are  expected  to  total  some  81  million. 

U.S.  produced  rice  has  meant  jobs  in  the  United  States,  jobs  not 
only  in  the  rice  industry  but  in  all  the  supporting  industries.  A  re- 
cent positive  development  has  been  the  results  of  the  Uruguay 
Round,  which  will  open  new  markets  for  exports  of  United  States 
rice  and  we  are  supportive  of  the  Uruguay  Round  implementing 
legislation. 

It  is  our  view,  as  producer  revenues  will  increase  as  a  result  of 
the  Uruguay  Round,  it  should  cause  a  substantial  decline  in  defi- 
ciency payments.  It  is  for  that  reason  we  see  little  sense  in  penaliz- 
ing agriculture  for  the  Uruguay  Round  and  we  are  pleased  that  the 
administration  has  just  announced  it  is  no  longer  asking  agri- 
culture to  pay  some  $3  billion  to  this  end. 

There  are  other  pressures  on  the  rice  industry.  For  example, 
GAO  has  just  released  a  report  commissioned  by  Mr.  Armey  that 
is  highly  critical  of  the  rice  program,  and  we  are  pleased  that  the 
subcommittee  has  plans  to  hold  hearings  on  this  in  the  very  near 
future. 

But  what  will  happen  if  the  rice  program  is  eliminated?  A  recent 
report  of  FAPRI  says  that  rice  average  would  be  reduced  by  25  per- 
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cent,  southern  plantings  alone  should  fall  by  more  than  50  percent 
from  the  baselines,  rice  exports  should  fall  by  30  to  40  percent,  and 
other  countries  will  pick  up  the  share  that  we  have  now  in  the 
world  market. 

We  are  of  the  view  that  this  report  understates  the  economic  im- 
pact on  the  United  States  if  the  program  is  lost.  What  we  are  really 
saying  is  we  need  your  help  to  stay  in  business.  The  survival  of  the 
rice  industry  benefits  America,  and  with  the  Uruguay  Round  in 
place,  program  costs  should  be  reduced  if  the  program  remains  in- 
tact without  change  as  recommended. 

The  Rice  Producers'  Group  is  opposed  to  the  proposal  advocated 
by  the  Iowa  Farm  Bureau  and  others  to  supplant  the  current  pro- 
gram with  an  insurance  program  based  on  a  percentage  of  the  av- 
erage market  price  during  the  past  period.  Domestic  prices  are  de- 
termined by  world  prices,  since  the  United  States  is  not  the  domi- 
nant exporter  of  rice.  Because  of  this  factor  and  the  high  cost  of 
production,  the  rice  industry  could  not  survive  on  a  plan  such  as 
the  one  proposed  by  the  Iowa  Farm  Bureau. 

But  the  rice  industry  is  not  resting  on  its  laurels.  It  is  working 
hard  on  research  efforts  to  reduce  the  cost  of  inputs.  Five  major 
rice  growing  States  are  dedicating  in  excess  of  $10  million  annually 
in  rice  research.  Most  of  this  is  coming  directly  from  the  lower 
check-off  programs. 

Agricultural  producers  have  traditionally  been  strong  conserva- 
tionists. In  particular,  rice  is  a  crop  that  is  friendly  and  compatible 
to  the  environment.  Rice  is  generally  grown  in  low-lying  areas  ad- 
jacent to  some  of  our  most  productive  estuaries  where  the  rice  in- 
dustry has  coexisted  with  the  seafood  industry  for  years. 

In  addition,  the  U.S.  rice  industry  provides  annually  over  2  mil- 
lion acres  of  habitat  for  migratory  waterfowl  and  other  wildlife,  and 
to  add  to  these  efforts,  the  U.S.  rice  industry  has  just  organized  a 
national  waterfowl  habitat  program  to  be  carried  out  with  the  as- 
sistance of  the  National  Fish  and  Wildlife  Foundation  and  the  Fish 
and  Wildlife  Service. 

Thank  you,  Mr.  Chairman  and  members  of  the  subcommittee,  for 
the  opportunity  to  testify.  I  would  be  pleased  to  respond  to  any 
questions. 

[The  prepared  statement  of  Mr.  Bor  appears  at  the  conclusion  of 
the  hearing.] 

Mr.  Sarpalius.  Thank  you,  Mr.  Bor.  We  look  forward  to — I  think 
we  have  scheduled  that  hearing  for  the  latter  part  of  July.  If  Con- 
gressman Armey  had  his  way,  rice  would  not  be  the  only  farm  pro- 
gram he  would  eliminate. 

Let  me  ask,  if  each  of  you  could  give  me  your  opinion  on  what 
impact  you  think  the  commodities  that  you  represent  would  be  af- 
fected if  15  percent  of  the  CRP  land  came  back  into  production. 

Mr.  YODER.  From  soybean's  perspective,  definitely  we  would  see 
some  of  that  land  go  into  soybean  acres.  We  probably  would  not  see 
enough  of  an  increase  to  make  a  large  difference  in  price.  The  price 
would  be  more  affected,  I  think,  by  the  reduction  of  our  ability  to 
subsidize  vegetable  oil  exports.  I  think  that  will  have  a  far  greater 
effect  than  the  CRP  acreage  coming  back. 

Mr.  Sarpalius.  Mr.  Bor. 
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Mr.  BOR.  Mr.  Chairman,  rice  is  not  one  of  the  commodities  that 
has  participated  in  any  great  extent  in  the  CRP,  so  I  do  not  think 
it  would  have  a  great  impact  on  the  program  or  on  rice  producers' 
revenues. 

Mr.  Sarpalius.  Mr.  Brumfield. 

Mr.  Brumfield.  We  think  in  cotton  we  could  see  200,000  to 
250,000  acres  of  old  base  come  back  in,  probably  in  Texas.  It  would 
probably  be  dryland  production.  I  don't  think  it  would  have  a  great 
impact  on  cotton. 

Mr.  Sarpalius.  Mr.  Schwensen. 

Mr.  Schwensen.  I  would  imagine,  Mr.  Chairman,  that  most  of 
that  acreage,  that  50  percent  that  you  are  speaking  of,  would  be 
in  wheat.  I  think  if  there  is  an  opportunity  for  some  of  that  land 
to  get  into  something  like  the  0/85  program,  we  won't  see  a  re- 
markable impact  on  our  domestic  program. 

It  will  be  wheat  acreage  finding  its  way  back  into  production. 
However,  I  still  think  in  the  future  that  weather  is  going  to  have 
a  lot  to  do  with  what  our  total  output  is  than  the  number  of  CRP 
acres  in  production. 

Mr.  Sarpalius.  Mr.  Brumfield,  you  mentioned  in  your  testimony 
about  cotton  production  in  China  and  in  Russia.  In  Russia  from 
what  I  understand,  they  have  dumped  a  lot  of  their  cotton  onto  the 
markets.  Their  production  of  cotton  at  this  time  is  low.  Their  proc- 
essing of  cotton,  many  of  the  plants  have  closed  down.  You  men- 
tioned in  your  testimony  in  China  where  they  had  a  high  percent 
of  diseases,  they  had  a  bad  year,  cotton  in  our  country  has  been 
doing  pretty  good. 

But  China  has  become  very  aggressive  in  trying  to  capture  more 
cotton  markets.  What  do  you  foresee,  as  we  look  into  the  future, 
what  other  protections  or  what  do  you  foresee  as  the  future  for  cot- 
ton with  those  changes  occurring  in  China  and  in  Russia? 

Mr.  Brumfield.  Mr.  Chairman,  as  you  certainly  know,  our  four 
major  components  in  the  production  area  of  cotton  are  the  Asian 
central  states,  the  old  states  of  Russia  that  in  their  production 
area,  Uzbekistan  and  also  the  crops  around  that  area,  also  the  Chi- 
nese production,  as  you  mentioned,  also  the  Indian  production  and 
the  Pakistani  production. 

It  just  so  happens  that  of  all  those  four  which  are  major  cotton 
producers,  none  of  them  happen  to  be  the  paragon  of  free  economy, 
or  they  are  all  very  managed  economies.  Their  cotton  production 
finds  its  way,  in  the  case  of  Pakistan  and  in  the  case  of  Russia,  at 
this  particular  time,  that  excess  production  certainly  finds  its  way 
into  the  international  market  in  a  very  disruptive  fashion. 

At  this  time  last  year,  the  Pakistanis  were  extremely  disruptive 
in  the  international  markets,  not  only  with  raw  cotton  but  with  fin- 
ished product.  They  did  have  a  semidisaster  in  their  production  of 
1993,  which  has  restricted  them  somewhat  at  this  particular  time. 

The  Chinese  production  has  been  curtailed.  They  have  had  some 
problems.  The  Russians,  the  Uzbeks  and  centralization  states  have 
been  more  successful  in  their  production,  but  as  you  mentioned, 
they  have  completely  lost  their  old  traditional  customers  of  Eastern 
Europe  and  the  Russian  textile  industry  has  been  very  curtailed. 

So  we  do  recognize  that  we  will  constantly  have  a  problem  with 
those  foreign  productions  being  in  the  international  market.  Our 
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main  problem  is,  we  do  not  have  access  into  those  markets  with 
our  finished  products.  We  do  not  have  access  into  the  Indian  mar- 
ket. We  do  not  have  access  into  the  Pakistani  market.  There  is  no 
Russian  market  to  have  access  to  at  this  particular  time. 

And  it  is  almost  impossible,  or  you  can  virtually  say  we  have  no 
access  to  the  Chinese  market.  That  is  where  we  will  be  impacted. 

Mr.  Sarpalius.  And  none  of  those  countries  are  affected  by  the 
GATT  agreement. 

Mr.  Brumfield.  None  of  them  are  affected  by  the  GATT  agree- 
ment, that  is  correct. 

Mr.  Sarpalius.  In  your  opinion,  how  does  EEP  help  you  in  com- 
peting with  those  countries? 

Mr.  Brumfield.  Well,  it  helps  us  continue  to  be  competitive  at 
times  when  there  is  a  need  for  that.  At  this  particular  time,  our 
cotton  and  the  cotton  of  centralization  states  are  probably  the  only 
cotton  that  is  actually  available  at  this  particular  time,  but  that 
will  pass.  In  our  1995  production  come-on  stream,  we  hear  there 
is  increased  acreage  planted  in  Pakistan,  also  India,  and  there  is 
increased  effort  to  get  production  in  Red  China.  It  will  just  depend 
on  the  growing  season  and  the  problems  that  they  have  as  to  how 
competitive  we  will  certainly  need  to  be. 

However,  with  the  use  of  EEP  and  any  promotion  programs,  it 
lets  you  continue  to  have  a  prevalence  in  the  world  market.  It  lets 
your  competitors  know  you  are  going  to  be  there  through  the  good 
and  the  bad.  And  that  is  the  real  benefit  of  it.  It  lets  us  have  that 
prevalence.  It  lets  us  sell  our  products  during  times  of  shortage  or 
surplus. 

Mr.  Sarpalius.  The  gentleman  from  Kansas. 

Mr.  Glickman.  Thank  you,  Mr.  Chairman. 

First,  I  would  like  to  recognize  my  friend  and  former  leader  of 
the  staif  of  this  committee,  Mr.  Bor,  who  for  I  don't  know  how 
many  years  kept  us  on  the  straight  and  narrow. 

How  many  years  was  it.  Bob? 

Mr.  Bor.  A  total  of  10  years.  Some  of  the  best  of  my  life,  I  might 
say. 

Mr.  Glickman.  Anyway,  you  kept  us  out  of  trouble  many  times. 
Let  me  first  of  all  ask  you,  Carl,  I  agree  that  EEP  must  be  rede- 
fined to  focus  on  foreign  market  development.  And  Mr.  Sarpalius 
has  offered  a  bill  to  do  that,  which  I  am  going  to  sponsor  or  have 
sponsored,  I  don't  know  if  it  has  been  dropped  in  yet,  but  I  intend 
to  sponsor  it.  But  let  me  ask  you  something,  because  people  are 
going  to  ask  us  about  this. 

EEP  originally  was  to  respond  to  unfair  trade  practices.  And  we 
are  going  to  have  to  redefine  that,  I  suppose,  in  the  GATT  imple- 
menting legislation.  And  in  your  statement,  you  say  now  that  EEP 
is  no  longer  needed  as  a  trade  policy  tool,  there  is  a  vital  role  for 
EEP  in  developing  foreign  markets  and  expanding  exports. 

My  question  is:  Isn't  that  a  trade  policy  tool?  What  I  am  trying 
to  figure  out  is,  in  explaining  what  EEP  is  for  now  in  this,  "modem 
world,"  really  its  purpose  is  the  same,  isn't  it,  and  that  is  to  expand 
U.S.  market  share.  What  I  am  trying  to  figure  out  is  what  is  dif- 
ferent about  it. 

The  reason  for  that  is  because  as  we  fight  off  budget  cuts  of  EEP, 
we  have  to  have  a  pretty  good  rationale  for  why  we  are  using  it 


36 

in  the  modern  world.  Trade  policy  isn't  the  reason  why  we  are 
doing  it. 

Mr.  SCHWENSEN.  It  was  used  originally  to  coerce  the  European 
Community,  to  complete  world  trade  negotiations  and  establish  a 
new  regime  of  export  behavior.  That  has  been  accomplished.  The 
GATT  accord  prescribes  a  mandate  that  this  country  and  the  Euro- 
pean Community  will  follow  in  reducing  their  export  subsidies. 

GATT  does  not  say  subsidy  programs  globally  should  be  targeted. 
It  does  not  say  subsidies  should  be  used  only  to  fight  unfair  trade 
practices.  Subsidies  are  legitimized.  Our  competitors  either  openly 
or  discretely  are  going  to  be  using  export  subsidies,  and  that  is  why 
we  think  the  program  should  conform  to  the  new  state  of  world 
order  and  be  used  at  prescribed  levels  to  keep  us  in  the  market  and 
to  enhance  our  marketing  opportunities. 

Mr.  Glickman.  And  to  do  that,  we  will  need  to  put  some  clarify- 
ing language  in  the  GATT  implementing  legislation? 

Mr.  ScHWENSEN.  Yes,  Mr.  Glickman. 

Mr.  Glickman.  Let  me  just  ask  you  a  final  question,  each  one  of 
you.  If  you  were  in  our  shoes,  what  recommendations  would  you 
have  in  terms  of  the  1995  farm  bill  in  terms  of  commodity  pro- 
grams now?  Like  in  a  couple  of  sentences,  especially  as  it  affects 
each  one  of  your  commodities.  What  changes  would  you  like  to  see 
in  the  soybean  program,  oilseeds  program? 

Mr.  Yoder. 

Mr.  Yoder.  Naturally  our  situation  is  somewhat  different  be- 
cause we  don't  have  a  target  price  or  a  deficiency  payment.  I  think 
the  fact  that  we  have  within  basically  a  free-market-oriented  com- 
modity, we  would  like  the  ability  to  continue  to  compete  in  the 
world  market  with  our  exports,  and  of  course  EEP  is  very  impor- 
tant in  that  for  us  as  a  commodity. 

So  our  No.  1  effort  would  be  to  allow  us  to  continue  to  export  in 
competition  with  other  subsidized  countries  around  the  world. 

Mr.  Glickman.  But  you  are  not  looking  to  be  a  supported  com- 
modity like  the  others  that  are  represented  here? 

Mr.  Yoder.  I  don't  think  it  would  make  any  difference  if  we 
chose  to  do  that,  I  don't  think  it  would  be  in  the  cards.  However, 
I  will  say  that  if  our  ability  to  sell  in  the  world  market  is  lessened, 
that  more  soybean  acreage  will  shift  over  to  the  protection  of  cot- 
ton, wheat,  rice,  and  com.  So  it  will  have  a  major  effect  on  the  cost 
of  those  commodity  prices  if  we  don't  get  some  relief. 

Mr.  Glickman.  Mr.  Bor. 

Mr.  Bor.  Mr.  Glickman,  the  Rice  Producers'  Group  would  like  to 
see  the  structure  of  the  current  program  remain  intact,  a  combina- 
tion of  target  prices  and  marketing  loan  program. 

And  I  say  that  because  prices  are  determined  not  by  the  situa- 
tion here  in  the  United  States,  but  rather  by  the  prices  in  which 
Thailand,  the  major  exporter  in  the  world,  sells  its  rice  into  the 
world  markets. 

And  given  that  circumstance,  it  is  not  possible  for  the  rice  pro- 
ducers, many  rice  producers,  to  survive  with  the  cost  of  production 
as  high  as  it  is.  And  cost  is  high  largely  because  rice  is  an  irrigated 
crop  and  depends  upon  costly  supplies  of  water,  electricity,  and  gas 
to  operate  the  pumps. 

Mr.  Glickman.  Mr.  Brumfield. 
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Mr.  Brumfield,  Mr.  Glickman,  we  would  like  very  much  to  see 
the  cotton  title  remain  very  much  the  same  as  it  is  now.  We  think 
it  has  demonstrated  by  the  growth  in  our  industry,  it  has  been  very 
good  for  our  industry  for  the  producer  all  the  way  up  through  the 
textile  manufacturer.  It  has  allowed  us  to  be  very  competitive  in 
our  exports,  not  only  of  raw  cotton  but  in  value-added  finished 
products.  We  think  it  has  been  a  success  and  we  would  like  very 
much  to  see  it  continue. 

I  would  like  to  clarify  our  position  on  EEP.  While  we  have  sup- 
ported EEP  and  we  think  it  has  been  very  important  for  our  com- 
modities, cotton  does  not  actually  market  under  EEP.  We  have  the 
marketing  loan  which  allows  us  to  do  very  much  of  the  same  thing. 
So,  Mr.  Chairman,  that  was  concerning  my  reference  to  EEP  a  few 
minutes  ago. 

Mr.  Glickman.  Mr.  Schwensen. 

Mr.  Schwensen.  Our  response  would  simply  be,  stay  the  course. 
We  like  the  current  programs,  we  like  the  market  orientation.  We 
think  that  schemes  to  move  toward  targeting  of  benefits,  means 
testing  and  the  like  should  be  avoided.  Likewise,  we  think  that  the 
committee  should  avoid  pressure  to  accelerate  a  decline  in  farm 
benefits,  whether  it  be  through  export  programs  or  through  domes- 
tic programs. 

Mr.  Glickman.  Let  me  ask  you  this.  Given  the  fact  that  the 
budget  will  still  be  a  dominating  factor  in  this  farm  policy  debate 
next  year,  what  are  the  worst  choice  options  for  you  in  terms  of 
farm  policy  changes? 

Mr.  Schwensen.  Mr.  Glickman,  the  worst  choices  would  be  an 
expansion  of  nonpayment  acreage,  high  ARP's  or  the  elimination  of 
marketing  loan  provisions. 

Mr.  Brumfield.  I  would  have  to  certainly  say  I  agree  with  both 
of  those  provisions.  It  would  be  very  damaging  to  lose  the  market- 
ing loan  for  cotton  and  we  think  it  would  be  a  very  crippling  blow. 
It  would  return  us  back  to  some  type  of  program  we  had  pre- 1985, 
in  which  we  were  experiencing  no  growth  in  our  industry,  and  not 
a  great  deal  of  profitability. 

Mr.  Glickman.  I  can  assume  you  don't  want  to  see  us  get  back 
into  the  payment  limitation  area.  That  would  not  be  good,  right? 

Mr.  Brumfield.  That  is  right. 

Mr.  BOR.  I  think  both  Mr.  Brumfield  and  I  and  Mr.  Schwensen 
have  the  same  views  on  that  issue.  The  worst  choices  would  essen- 
tially be  elimination  of  the  protection  of  the  program  through  elimi- 
nation of  target  price  and  marketing  loan  aspects.  And  going  to  a 
kind  of  system  that  is — insurance  system  that  has  been  proposed 
by  some  of  the  economists,  by  some  people  in  the  Iowa  Farm  Bu- 
reau, I  think  that  would  be  tragic  for  the  industry. 

Mr.  Yoder.  For  soybeans  to  leave  us  at  the  mercy  of  the  world, 
without  a  deficiency  price  and  remove  our  ability  to  compete 
against  other  subsidized  vegetable  oils,  it  would  have  absolutely  no 
reduction  under  current  GATT  language.  It  would  probably  be  the 
worst  possible  thing  that  could  happen  to  us. 

Mr.  Glickman.  Thank  you  very  much,  Mr.  Chairman. 

I  thank  the  witnesses. 

Mr.  Sarpalius.  You  served  as  chairman  of  this  subcommittee 
when  we  marked  this  bill  up  in  the  last  farm  bill.  You  have  done 
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an  excellent  job.  I  guess  we  might  as  well  go  ahead  and  mark  up 
the  same  bill. 

The  gentleman  from  California. 

Mr.  DOOLEY.  Thank  you,  Mr.  Chairman.  I  am  sorry  I  missed 
some  of  your  testimony.  I  had  a  chance  to  read  it,  though.  I  just 
wanted  to  say  to  Mr.  Yoder,  I  really  did  appreciate  the  comment 
that  you  made,  that  profitability  in  your  industry  is  a  function  of 
reducing  cost  just  as  well  as  increasing  demand.  And  I  think  that 
is  what  we  as  an  industry  have  to  keep  in  mind  too,  is  that  any 
time  we  can  find  the  technology  or  the  production  processes  which 
can  reduce  a  per  unit  cost  of  production  is  every  bit  as  good,  in  fact, 
in  my  perspective,  is  more  productive  because  it  does  make  us 
more  competitive  in  the  international  marketplace. 

I  have  spent  a  lot  of  time  talking  about  this,  but  you  folks  have 
all  followed  what  has  happened  in  just  the  last  2  years.  We  are 
spending  a  lot  of  time  talking  about  a  1995  farm  bill,  but  we  are 
basically  facing  a  mini  farm  bill  every  year.  I  mean,  last  year  we 
were  faced,  when  we  had  the  budget  deal,  with  a  choice  of  in- 
creased flex  acres,  and  means  testing  has  now  surfaced  with  the 
welfare  reform  proposal. 

I  am  a  farmer  and  I  am  getting  to  the  point  of  thinking,  where 
does  the  program  deteriorate  to  the  point  that  the  costs  of  partici- 
pation are  such  that  I  am  better  off  not  even  having  a  program  out 
there? 

It  might  not  be  in  the  1995  farm  bill,  but  it  might  be  in  the  1996 
or  1997,  that  we  are  going  to  be  in  a  place  where  the  marginal 
costs  of  participation  just  don't  justify  continued  participation  in 
the  farm  program.  And  that  is  where  we  have  to  think  of  some 
ways  to  transition  to  a  program  that  does  give  added  incentives  in 
the  market  expansion,  that  doesn't  rely  so  much  on  some  of  the 
supply  management  tools.  I  don't  even  say  the  deficiency  payment 
structure,  because  when  I  as  a  cotton  grower,  participate  in  the 
program,  I  am  doing  very  little  to  expand  the  market  opportunity 
for  me  and  my  industry  in  the  long  term. 

It  is  sustaining  me  over  the  shorter  period  of  time  in  terms  of 
my  income,  which,  is  certainly  a  need,  but  it  has  in  some  re- 
spects— a  negative  impact  too  on  the  aggressive  adoption  of  new 
technology. 

We  still  focus  so  much  on  some  of  the  old  ways  of  doing  things, 
that  we  have  a  high  level  of  comfort  with.  I  am  not  sure  what  that 
is  doing  for  the  farmer  5  or  10  years  down  the  road. 

Mr.  Bor,  you  made  the  comment,  about  some  of  these  risk  man- 
agement proposals  and  specifically  what  the  Iowa  group  has  come 
up  with.  And  it  wasn't  just  the  Farm  Bureau  that  supports  it,  I 
was  surprised,  the  NFO  was  a  signatory  to  it  also.  I  think  a  lot  of 
producers  are  realizing  that  it  is  not  simply  the  income,  it  is  the 
variability  that  creates  the  risk  and  creates  the  problems  that  you 
have  over  the  long  term. 

If  we  can  get  a  program  that  can  give  us  a  way  to  deal  with  that 
fluctuation  and  gives  the  degree  of  certainty  for  farmers. 

I  would  just  like  to  hear  some  comments  on  that  risk  manage- 
ment idea  that  has  been  out  there,  it  is  not  new,  I  have  talked  a 
lot  about  it,  but  is  there  an  alternative  for  that,  that  even  works 
in  part  with  a  marketing  loan  concept? 
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Mr.  Yoder. 

Mr.  Yoder.  I  think  basically  we  are  kind  of  already  there  as  a 
commodity.  We  are  kind  of  outside  of  the  tent  already  of  protection. 
It  would  be  kind  of  a  strange  situation  if  the  one  commodity  that 
the  U.S.  CJovernment  has  made  money  on  the  last  several  years 
who  had  the  most  to  gain  from  a  good  free-trade  agreement,  ended 
up  being  the  one  who  lost  the  most  and  was  still  being  asked  to 
participate  to  help  balance  the  budget.  It  would  be  kind  of  a 
strange  situation  for  that  to  happen. 

I  think  we  as  an  industry  have  been  forced  because  of  not  having 
protection  like  other  commodities  to  be  very  efficient.  And  that  has 
been  a  high  incentive  for  us,  because  the  only  way  we  have  to  com- 
pete in  the  world  market  is  simply  to  be  as  efRcient  as  we  possibly 
can. 

That  is  not  always  all  bad.  There  are  some  good  things  that  come 
out  of  being  forced  to  be  competitive.  However,  in  anything,  there 
is  a  limit  to  that.  And  I  think  we  have  reached  that  limit. 

Mr.  DOOLEY.  Mr.  Bor,  your  concerns  with  risk  management  I 
guess  would  center  around  the  fact  that  we  wouldn't  be  able  to 
maintain  a  price  that  would  provide  for  adequate  income? 

Mr.  BoR.  Mr.  Dooley,  in  connection  with  other  crops,  the  price, 
market  price  in  the  United  States  is  determined  by  factors  that  re- 
late to  U.S.  production.  And  in  the  case  of  rice,  that  is  not  the  case. 
The  price  is  dependent,  rather,  upon  world  prices.  It  is  dependent 
upon  essentially  what  price  Thailand  gets  in  the  world  market, 
which  happens  to  be  unfortunately  lower  than  our  cost  of  produc- 
tion. 

We  have  a  free  market  here.  We  don't  have  any  barriers  on  im- 
ports of  rice,  and  imports  can  come  in  freely.  So  if  we  were  to  raise 
our  price  because  we  need  a  higher  price  to  survive,  all  it  would 
do  would  be  to  attract  imports,  cheap  imports  that  would  supplant 
domestically  produced  rice. 

So  if  we  want  rice  to  be  sold  even  in  the  domestic  market,  then 
it  has  to  seek  the  same  level  at  which  other  countries  are  selling 
their  rice  in  the  world  market.  What  we  are  faced  with  really  is 
pressure  to  reduce  production  expenses.  And  we  recognize  that  we 
have  to  exert  more  and  more  efforts  to  that  end. 

And  we  are  expending  a  significant  amount  of  research  dollars 
to  be  able  to  reduce  the  cost  of  pesticides,  to  become  more  efficient 
in  the  production  of  rice,  so  that  we  can  bring  the  costs  of  produc- 
tion down.  But  because  of  this  unique  factor,  if  we  were  forced  to 
depend  upon  foreign  prices  to  survive,  most  of  the  rice  industry 
here  couldn't  make  it.  We  would  have  a  revolution. 

When  I  say  a  revolution,  I  mean  a  revolution  in  the  sense  that 
many  folks  would  be  going  out  of  production,  and  even  today,  there 
are  large  areas  in  Texas  where  the  costs  of  production  have  been 
too  high  for  a  variety  of  reasons,  and  production  has  been  decreas- 
ing rather  significantly  over  the  course  of  the  last  10  to  15  years. 
Texas  used  to  be  something  like  the  second  ranking  State  in  rice 
production.  It  is  no  longer  that.  Its  production  is  greatly  reduced. 

Mr.  Dooley.  I  guess  there  is  a  reason  why  that  has  happened, 
though.  It  is  because  other  parts  of  the  country  have  had  a  com- 
petitive advantage  to  some  degree,  I  would  guess.  And  even  in  the 
case  of  the  California  rice  industry,  we  are  selling  a  lot  of  rice  or 
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are  beginning  to  sell  more  and  more  rice  to  Japan.  So  there  is  a 
factor  there. 

Aren't  we  competitive  in  some  sectors? 

Mr.  BOR.  Well,  we  have  been  very  fortunate  in  California  this 
year  because  there  was  a  crop  failure  in  Japan,  and  Japan  had  to 
go  out  on  the  world  market  and  they  bought  a  significant  amount 
of  rice  from  California,  which  had  the  impact  of  raising  the  price 
very  significantly. 

However,  whenever  you  have  a  crop  failure  in  a  country,  then 
the  next  year  the  country  makes  up  for  that  crop  failure  by  over- 
producing, and  we  see  that  situation  now  coming  up  in  Japan. 

And  what  we  see  probably  is  that  Japan  will  no  longer  be  buying 
rice  on  the  world  markets,  at  least  until  it  is  forced  to  under  the 
Uruguay  Round.  And  therefore,  as  California  has  expanded  produc- 
tion to  take  account  of  an  open  market,  perhaps,  a  good  market  in 
Japan,  it  may  find  that  in  the  next  year  the  market  just  isn't  there. 

So  we  might  see  that  the  price  could  well  fall.  But  in  the  long 
run  over  the  next  10  years,  the  GATT  agreement  produces  substan- 
tial benefits  to  rice  producers,  particularly  to  producers  of  medium 
grain  rice  who  sell  rice  to  Japan  and  to  Korea,  and  hopefully  will 
have  a  more  open  market  in  Taiwan  and  some  of  the  other  markets 
in  that  area. 

Mr.  DOOLEY.  Mr.  Brumfield,  you  have  some  terrific  folks,  and  I 
am  well  aware  of  your  positions,  and  I  appreciate  your  testimony. 

Mr.  YODER.  Mr.  Dooley,  if  I  might  add,  I  am  proud  of  the  effi- 
ciency that  American  agriculture  has  had  for  years  and  years.  I 
think  we  have  been  forced — and  forced  ourselves — to  become  effi- 
cient. I  would  tend  to  think  we  may  be  the  most  efficient  segment 
of  U.S.  society  today. 

And  if  it  is  good  for  us  to  cut  to  become  more  efficient,  maybe 
some  of  the  rest  of  the  folks  in  this  country  ought  to  look  at  what 
agriculture  has  done. 

Mr.  Dooley.  I  would  concur  with  that.  I  am  a  great  admirer  of 
your  industry  as  I  am  of  the  cotton  industry.  The  innovative  ap- 
proach to  develop  new  markets  and  new  market  opportunities,  with 
some  of  the  new  products,  soy-based  ink,  some  of  the  terrific  things 
happening  there — that  is  my  concern,  if  you  get  an  artificial  price 
out  there,  do  you  create  the  financial  incentives  to  move  into  some 
of  these  sectors  and  create  tremendous  market  opportunities  down 
the  road? 

How  do  you  put  in  place  the  incentives  from  a  policy  perspective 
that  encourages  this  innovation  and  doesn't  basically  create  a  stag- 
nant industry  or  a  stagnant  production  orientation? 

Mr.  BoR.  Mr.  Dooley,  if  I  may  respond  to  some  of  that  comment, 
in  the  case  of  the  rice  industry,  the  rice  industry  has  really  been 
a  very  progressive  industry,  because  the  domestic  utilization  of  rice 
has  been  increasing.  The  rice  industry  has  done  a  lot  to  expand 
markets  for  rice,  not  merely  overseas,  but  here  in  the  United 
States. 

When  you  sit  down  at  the  table,  you  see  rice  in  many  more  forms 
than  you  ever  saw  previously.  Breakfast  cereals,  for  example,  it  is 
mixed  in  with  many  other  different  products,  and  it  is  used  signifi- 
cantly in  the  production  of  beer.  And  I  think  that  you  will  see  that 
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if  you  are  looking  for  a  progressive  industry,  that  the  rice  industry 
is  up  there  amongst  the  best. 

Mr.  DOOLEY.  I  would  concur  with  that,  and  that  is  what  happens 
when  you  identify  a  crop.  If  I  was  a  rice  grower,  I  would  have 
named  it  No.  1  right  off  the  top. 

Mr.  Sarpalius.  Let  me  thank  all  of  you  for  your  testimony.  It 
was  excellent.  We  look  forward  to  working  with  you  throughout 
this  process. 

Mr.  Yoder,  I  look  forward  to  our  meeting  Thursday  with  the  Sec- 
retary. I  appreciate  it.  Thank  you  very  much. 

Our  next  panel  will  be  Mr.  William  Kubecka,  National  Grain 
Sorghum  Producers;  Mr.  Gerald  Lacey,  National  Barley  Associa- 
tion; and  Mr.  David  Senter,  with  the  American  Corn  Growers. 

STATEMENT  OF  WILLIAM  KUBECKA,  VICE  PRESIDENT  FOR 
LEGISLATION,  NATIONAL  GRAIN  SORGHUM  PRODUCERS  AS- 
SOCIATION 

Mr.  Kubecka.  It  is  my  pleasure  to  appear  before  you  today  to 
discuss  the  outlook  for  grain  sorghum  producers  and  the  dynamic 
factors  that  will  affect  their  well-being  in  the  years  to  come. 

My  name  is  Bill  Kubecka  and  I  am  a  veterinarian  by  trade.  I 
grew  up  on  a  family  farm,  and  like  they  say,  you  can  take  the  farm 
out  of  the  boy.  Our  operation — I  say  our  because  my  wife  and  I  are 
both  veterinarians,  we  have  200  acres  of  rice,  1,200  acres  of  grain 
sorghum,  and  750  acres  of  cotton.  Our  production  is  located  around 
Palacios,  Texas. 

I  speak  from  experience  when  I  say  that  grain  sorghum  produc- 
ers appreciate  all  that  you,  Mr.  Chairman,  and  the  members  of  the 
subcommittee  are  doing  to  promote  the  interests  in  U.S.  agri- 
culture. During  the  next  5  years,  U.S.  producers  will  face  more 
changes  than  they  have  at  perhaps  any  time  in  production  agri- 
culture. Leading  the  way  to  change  will  be  the  North  American 
Free-Trade  Agreement  in  the  eventual  enactment  of  the  General 
Agreement  on  Tariffs  and  Trade,  the  Uruguay  Round. 

While  the  American  farmer  is  the  first  and  foremost  the  care- 
taker of  his  land,  and  I  might  add  a  darn  good  one  at  that,  we  can 
provide  him  with  even  more  options  to  environmental  improve- 
ments. After  all,  contrary  to  what  some  individuals  and  groups 
may  think,  the  American  farmer  is  genuinely  interested  in  taking 
the  best  care  he  can  afford  of  his  farm. 

Opportunities  that  I  will  submit  to  the  subcommittee  require  a 
farm  bill  that:  Will  enable  farmers  to  truly  plant  for  the  market; 
will  implement  a  uniform  feed  grains  program;  and  will  enhance 
environmental  practices. 

Mr.  Chairman,  the  National  Grain  Sorghum  Producers  have  de- 
veloped a  1995  farm  bill  proposal  that  accomplishes  each  of  these 
goals  and  saves  the  Ciovemment  money.  With  the  inevitable 
change  before  us,  we  have  appropriately  constructed  a  proposal  for 
1995  entitled  the  farm  transition  bill.  If  farmers  are  given  the  op- 
portunity to  produce  for  the  market,  deficiency  payments  will  be  re- 
duced. Market  demand  will  dictate  which  crops  are  the  most  profit- 
able to  produce. 
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Crops  that  are  underplanted  will  increase  in  price  and  because 
of  the  smaller  supply,  the  probability  of  triggering  loan  deficiency 
payments  and  marketing  loans  will  be  reduced. 

New  market  access  provided  by  NAFTA  and  GATT  will  challenge 
exporters  to  seek  and  hold  new  customers.  This  program  would  as- 
sure a  steady  and  constant  supply  of  commodities  to  meet  new 
market  opportunities. 

Universities  and  their  experiment  stations  have  conducted  exten- 
sive studies  and  the  results  have  proven  that,  pound  for  pound, 
sorghum  and  corn  have  equal  feed  values.  Therefore,  using  bushel 
weights  to  calculate  target  price  would  be  more  applicable. 

If  this  plan  is  adopted,  the  loan  rate  and  target  price  for  sorghum 
would  be  determined  using  the  same  formula,  and  here  I  say  same 
formula  that  barley  loan  and  target  price  are  calculated  with. 

USDA  indirectly  sets  the  base  for  cash  markets  by  establishing 
a  wheat  and  feed  grain  loan  and  target  price.  Buyers  adopt  this 
same  spread  when  offering  cash  price  bids  to  producers.  These 
prices  are  then  reported  to  the  USDA  and  ASES  to  establish  a 
posted  county  price  utilizing  this  distorted  spread  as  part  of  the 
equation.  Developing  a  uniform  and  target  price  for  feed  grains 
would  eliminate  this  distortion. 

An  analysis  by  Texas  A&M  University  concluded  this  program 
will  reduce  Grovemment  payments  by  $41  to  $72  million  annually, 
depending  on  the  actual  cash  relationship  between  the  feed  grains. 

The  Secretary  of  Agriculture  will  have  the  option  to  establish  an 
acreage  reduction  or  a  diverted  acreage  program  if  needed.  This 
program  will  provide  producers  the  option  to  interchange  program 
crops  and  nonprogram  crops,  including  alfalfa  on  an  established 
program  crop  acreage  bases.  Cross-compliance  between  crops  would 
be  eliminated.  A  producer  would  be  allowed  to  plant  any  program 
crop  or  agricultural  commodity,  except  fruits  and  vegetables,  on 
any  base  while  maintaining  his  base  history.  This  program  would 
parallel  the  current  corn  sorghum  option  where  producers  receive 
deficiency  pa3rments  on  historical  crop  base. 

Last  summer,  agricultural  groups  worked  hard  to  help  ensure 
the  passage  of  NAFTA.  We  also  have  been  supportive  of  opening 
new  markets  to  the  GATT,  as  long  as  the  agreement  is  not  imple- 
mented at  our  expense.  Farmers  have  always  said  they  prefer  to 
get  their  paycheck  from  the  marketplace  and  not  from  the  mailbox. 

If  we  gear  our  farm  program  to  allow  farm  inventories  to  take 
advantage  of  the  new  market  opportunities  and  put  forth  their  best 
possible  effort  in  implementing  environmental  practices  while  pro- 
viding the  consumer  with  the  lowest  price,  safest  food  supply  in  the 
world,  I  don't  think  the  taxpayer  or  our  adversaries  can  justifiably 
object. 

Yet  to  be  seen  is  whether  NAFTA  and  GATT  will  open  the  new 
markets  we  hope  for.  As  we  witnessed  this  summer,  there  appears 
to  be  wrinkles  to  be  ironed  out.  The  importation  of  Canadian  wheat 
and  barley  has  been  a  hot  issue  and  there  will  be  undoubtedly  oth- 
ers. 

Until  this  global  trading  system  begins  to  settle  down,  the  safety 
net  for  U.S.  farmers  is  certainly  reasonable.  Additional  new  domes- 
tic market  development  opportunities  will  be  created.  The  potential 


43 

exists  for  value  added  for  our  feed  grains  to  an  expanded  livestock 
production  and  red  meat  exportation. 

The  year  2000  may  bring  about  a  completely  new  concept  in  farm 
policy.  To  get  to  that  point,  NGSP  recommends  that  a  farm  bill  pro- 
posal that  will  provide  a  safety  net  for  farmers  and  will  ensure  a 
safe,  dependable  supply  of  food  and  fiber  for  the  American 
consumer  during  this  transition  period. 

Allowing  farm  inventories  to  rotate  and  interchange  crops  will  be 
good  for  the  environment  and  for  conservation.  Conservation  plans 
will  be  easier  to  follow.  Residue  requirements  will  be  more  achiev- 
able. Fewer  pesticides  and  less  fertilizer  will  be  used  as  flexibility 
to  rotate  crop  patterns  is  provided. 

This  proposal  also  meets  the  reorganization  streamlining  and 
paper  reduction  goals  of  USDA.  County  offices  will  be  more  effi- 
cient. Less  time  will  be  needed  for  program  sign-up  and  compliance 
requirement  checks.  Fewer  forms  will  not  be  needed  for  producers 
who  have  multiple  bases  on  their  farm.  Producers  will  be  able  to 
combine  multiple  base  acres  and  will  not  be  affected  if  they 
overplant  or  underplant  a  specific  commodity  base.  ASCS  will  only 
make  one  tolerance  check — on  the  total  base  acres  within  the  farm. 

Mr,  Chairman,  using  this  tjrpe  of  program  to  the  year  2000  is  a 
win-win  situation  for  taxpayers,  consumers,  exporters,  commodity 
processors,  farmers,  and  the  environment. 

Thank  you. 

[The  prepared  statement  of  Mr.  Kubecka  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Sarpalius.  Thank  you.  Next,  Mr.  Lacey. 

STATEMENT  OF  GERALD  LACEY,  PRESIDENT,  NATIONAL 
BARLEY  GROWERS  ASSOCIATION 

Mr.  Lacey.  Mr.  Chairman,  I  am  Gerald  Lacey,  a  Minnesota 
farmer  from  the  Red  River  Valley  and  president  of  the  National 
Barley  Growers  Association,  Our  organization  represents  the  six 
northern  tier  States  of  Minnesota,  North  Dakota,  Montana,  Or- 
egon, Washington,  and  Idaho.  Those  States  produce  approximately 
85  percent  of  the  barley  raised  in  the  United  States. 

We  are  pleased  your  subcommittee  has  raised  the  curtain  on  the 
1995  farm  bill  by  holding  this  hearing  on  the  economic  outlook  for 
U,S,  commodities.  NBGA  is  sorting  through  the  various  options 
which  are  surfacing  from  a  variety  of  origins  and  will  be  working 
hard  toward  a  position  paper  or  papers  during  the  remainder  of  the 
summer.  It  is  early  in  the  process,  but  we  can  share  with  you  today 
some  of  our  general  concerns  and  some  of  those  objectives. 

Currently,  our  greatest  worry  is  the  greatly  accelerated  flow  of 
Canadian  barley  entering  our  market.  The  United  States-Canadian 
Trade  Agreement  was  poorly  negotiated  in  terms  of  free  trade  in 
barley. 

In  order  to  acquire  a  license  for  U.S.  barley  to  cross  the  border 
north  into  Canada,  the  end-user  has  to  prove  that  there  is  no  Ca- 
nadian barley  stocks  available  to  fill  his  needs.  For  Canadian  bar- 
ley to  move  south,  no  license  is  required,  and  all  that  is  necessary 
to  make  the  sale  is  to  undercut  the  United  States  market  price  and 
wave  as  it  goes  through  the  border. 
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Given  the  Canadian  single-desk  marketing  system,  assisted  by  a 
significant  transportation  subsidy,  such  predatory  pricing  is  easily 
possible.  As  a  result,  the  unrestrained  flow  of  Canadian  barley  into 
the  United  States  is  equal  to  approximately  14  percent  of  our  an- 
nual production.  The  effect  has  been  to  severely  impact  the  U.S. 
farm  program  for  barley. 

The  added  pressure  of  these  additional  stocks  has  driven  down 
farmgate  prices  by  an  estimated  22  cents  a  bushel,  increasing  the 
budget  exposure  for  deficiency  payments.  It  is  projected  that  an  ad- 
ditional $67  million  in  barley  deficiency  payments  will  have  to  be 
paid  in  this  marketing  year  for  1993-1994. 

For  the  first  time,  ever,  the  U.S.  will  be  a  net  importer  of  barley 
with  exports  of  approximately  63  million  bushels  and  imports  of  65 
million  bushels. 

We  have  placed  considerable  faith  in  the  article  28  action,  initi- 
ated by  the  United  States  in  response  to  the  interference  with 
United  States  farm  programs  caused  by  the  Canadian  imports. 
Now,  however,  we  are  told  that  there  is  resistance  in  the  House 
Ways  and  Means  and  the  Senate  Finance  Committee  to  the  inclu- 
sion of  authority  for  article  28  sanctions  in  the  GATT  implementa- 
tion legislation. 

To  the  extent  the  House  Agriculture  Committee  has  jurisdiction 
over  the  elements  of  the  GATT  implementation  language,  we  ear- 
nestly solicit  your  support  for  authority  of  the  U.S.  Government  to 
impose  tariffs  and  quotas  under  article  28.  It  is  barley's  only  re- 
course to  this  flood  of  Canadian  barley  exports. 

Turning  to  the  farm  bill  debate,  barley,  along  with  the  other  com- 
modities, is  trapped  in  a  situation  where  budget  considerations  are 
steadily  reducing  the  amount  of  money  available  to  conduct  a 
meaningful  program,  while  at  the  same  time  production  costs  are 
edging  up.  Particularly  discouraging  are  the  escalating  costs  in- 
duced by  mandated  tillage  practices,  environmental  permits,  and 
taxes  on  chemicals  and  fertilizer. 

Those  requirements  must  be  met  without  compensation,  and 
with  the  erosion  of  program  benefits,  the  possibility  of  profitable 
farming  under  the  present  system  is  fading  away.  We  have  some 
troops  out  there  that  cannot  make  it  under  the  present  course.  We 
need  some  new  ideas  as  we  approach  this  new  farm  bill.  Maybe 
some  investment  credit  on  conservation  equipment  or  maybe  some 
food  safety  costs  passed  on  to  consumers  instead  of  being  paid  by 
the  producer. 

There  is  no  shortage  of  advice  or  concepts.  The  grain  trade  has 
a  tendency  to  urge  us  to  get  rid  of  EEP,  bring  CRP  back  into  pro- 
duction and  place  our  confidence  in  a  world  market  freed  up  by 
GATT.  We  would  certainly  hate  to  use  some  of  this  highly  erodible 
CRP  in  order  to  survive. 

The  scholarly  economists  often  advise  us  to  become  more  efficient 
so  we  can  compete.  Those  suggestions  have  limited  appeal  to  barley 
growers,  but  there  are  other  tentative  plans  which  attract  our  at- 
tention. Conversion  of  EEP  financing  and  deficiency  payments  to 
direct  payments  to  farmers  has  a  seductive  ring  to  it,  but  it  does 
not  have  answers  as  to  how  we  would  fare  in  an  export  market 
dominated  over  the  next  6  years  by  the  European  Union  and  their 
restitutions. 
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GATT  was  negotiated  with  the  EEP  in  mind.  The  so-called  Iowa 
plan  attracted  early  attention  with  its  income  assurances  decoupled 
from  program  compliance,  but  there  is  a  deep-seated  resistance  by 
the  farmers  to  being  relegated  to  a  semi  welfare  status. 

At  this  point  in  time,  there  are  no  easy  solutions  in  sight.  If  that 
is  the  case,  if  no  magic  formula  can  be  devised,  there  still  remains 
the  possibility  that  the  program  on  the  books  now  could  be  refitted 
and  recalibrated  to  see  us  through  until  the  end  of  the  GATT 
phase-in. 

Some  kind  words  need  to  be  said  for  the  program  as  it  was.  Its 
presence  has  been  institutionalized  into  land  values,  rural  financial 
services  and  the  entire  industry  of  transportation,  input  supply  and 
marketing  infrastructure  for  agriculture.  Its  successor,  if  that  is  to 
be,  will  have  to  be  in  excellent  form  to  see  us  through  the  next  40 
years  nearly  as  well. 

Having  praised  the  program,  I  hasten  to  add  that  barley  has  not 
fared  well  under  its  provisions  when  compared  with  other  grains. 
In  the  early  years  of  the  farm  programs,  barley  was  badly  under- 
valued in  terms  of  feed  characteristics.  This,  of  course,  was  re- 
flected in  relatively  low  loan  rates  and  target  prices.  Subsequent 
research  has  greatly  improved  all  of  that,  and  we  hope  that  that 
can  be  rectified  as  we  go  into  the  1995  farm  bill. 

I  thank  you  very  much. 

[The  prepared  statement  of  Mr.  Lacey  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Sarpalius.  Next,  Mr.  Senter. 

STATEMENT  OF  DAVID  SENTER,  WASHINGTON  DIRECTOR, 
AMERICAN  CORN  GROWERS  ASSOCIATION,  AND  ALSO  ON 
BEHALF  OF  THE  TEXAS  CORN  GROWERS 

Mr.  Senter.  Thank  you,  Mr.  Chairman. 

I  guess  beginning  the  1995  farm  bill,  that  this  committee  and 
many  of  us,  this  is  the  first  of  many  long  days  that  we  will  spend 
going  through  this  process.  And  we  appreciate  the  opportunity  to 
appear  before  you  today  to  present  the  views  of  the  American  Com 
Growers  Association. 

And  also  a  long-time  friend  of  yours,  Carl  King,  president  of  the 
Texas  Com  Growers  and  founder  of  the  American  Com  Growers 
Association,  asked  that  I  also  represent  the  views  of  the  Texas 
Com  Growers.  Of  course,  you  know  where  that  is.  It  is 
headquartered  in  Dimmitt  in  your  district.  So,  anyway,  Mr.  King 
sends  his  best  to  you,  Mr.  Chairman. 

First,  looking  at  the  economic  outlook  for  com  farmers,  I  guess, 
at  the  very  least,  it  is  a  fragile  economy.  As  you  go  around  the 
country,  many  producers  are  one  disaster  away  from  losing  their 
farms. 

New  rules  and  regulations  and  taxes  in  conservation  compliance, 
environmental  areas  continue  to  increase  our  cost  of  production 
each  year.  Yearly  increases  in  the  prices  of  parts,  machinery  and 
inputs  makes  it  very  difficult  and  sometimes  impossible  to  make 
the  necessary  capital  investments  that  we  need  in  our  operations 
to  make  us  more  efficient  as  we  continue  to  farm  future  years. 

Government  forecasts  of  higher  farm  income  usually  don't  put 
money  in  farmers'  pockets.  We  applaud  Secretary  E spy's  decision 
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earlier  this  year  to  raise  loan  rates.  A  farmer  can  go  to  the  bank 
with  a  loan  rate  and  borrow  money,  but  deficiency  payments  and 
other  programs  do  little  good  until  the  money  is  deposited  into  your 
account.  It  is  in  doubt  as  to  how  much  you  are  going  to  get,  when 
you  are  going  to  get  it,  and  so  on. 

Secretary  Espy's  decision  put  more  money  in  farmers'  pockets 
than  even  the  best  projections  of  GATT  and  NAFTA  combined.  All 
farmers  have  ever  needed  is  a  fair  price  in  the  marketplace  for 
their  production. 

The  ag  budget  will  continue  to  get  smaller.  The  American  Com 
Growers  Association  supports  additional  raises  in  the  loan  rate  to 
reduce  the  target  deficiency  payments,  and  we  believe  that  this  will 
help  save  money  and  better  operate  the  program. 

Farm  income  is  vital  to  the  rural  communities.  Farm  income 
makes  a  determination  about  whether  you  have  Main  Street  stores 
and  businesses  closed  or  whether  they  are  open  and  creating  jobs 
for  our  young  people  or  whether  they  go  to  the  large  cities  for  their 
jobs  and  futures. 

The  price  of  commodities  for  the  next  decade  will  be  the  key  to 
the  future  of  rural  America.  There  are  no  rural  economic  develop- 
ment programs  that  can  replace  a  fair  price  for  a  bushel  of  corn 
or  wheat  or  the  other  commodities. 

Trade  has  been  a  driving  force  of  the  agricultural  debate  for  the 
past  20  years,  and  we  always  wonder  who  is  the  winners  and  the 
losers,  and  I  think  that  debate  has  continued  today  over  NAFTA 
and  GATT. 

The  truth  is,  we  had  some  officers  of  our  association  recently  in 
Mexico,  and  they  came  back  with  some  startling  facts.  We  heard 
about  the  huge  new  marketplace  in  Mexico  we  were  going  to  create 
for  com  farmers.  Mexico  is  currently  producing  18  million  metric 
tons  of  com,  most  of  it  white  corn,  and  they  are  consuming  15  mil- 
lion metric  tons  today.  They  have  a  surplus  of  3  million  metric 
tons.  They  are  diverting  much  of  their  white  com  to  feeding  live- 
stock, and  you  know  and  I  know  a  lot  of  that  is  going  to  end  up 
back  in  the  United  States  in  the  form  of  meat  and  other  products. 

We  have  major  objections  to  the  proposed  GATT  treaty,  and  we 
will  oppose  passage.  We  object  to  the  mandated  imports,  to  the  loss 
of  section  22. 

And  I  won't  go  into  all  the  details  during  this  particular  hearing, 
but  recently  Texas  A&M  came  out  with  a  study  looking  at  GATT 
and  projected  that  cotton,  rice,  and  dairy  are  the  big  losers  and 
very  minimal  gains  for  corn  and  wheat.  We  believe  that  these 
agreements  are  actually  going  to  put  at  risk  our  own  domestic  mar- 
ket here  in  the  United  States,  and  for  com  farmers  the  domestic 
market  is  our  main  marketplace  that  we  provide  com  to. 

The  GATT-mandated  cuts  in  farm  program  spending  will  mean 
less  dollars  in  farmers'  pockets,  and  also  this  committee  will  have 
less  say  in  writing  farm  legislation  with  the  World  Trade  Organiza- 
tion having  the  final  say. 

Just  quickly,  a  couple  of  other  things. 

We  believe  that  the  best  potential  that  we  have  in  this  country 
for  growth  in  com  markets  may  lay  in  the  area  of  new  uses,  in- 
creased use  for  ethanol,  new  uses  for  starch  products  and  bio- 
degradable products,  industrial  uses,  et  cetera.  There  is  a  great  po- 
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tential  there  with  the  pending  EPA  rule  on  oxygenated  fuels  for  the 
Clean  Air  Act,  could  provide  a  new  larger  market  for  our  corn  prod- 
ucts in  this  country. 

Above  all,  the  farm  bill  has  to  address  farm  income.  We  will 
judge  this  bill  on  the  bottom  line — farm  income. 

We  believe  the  CRP  has  to  be  extended.  It  is  interesting  the 
budget  shows  no  outlays  for  additional  farm  program  spending,  and 
they  show  no  extensions  of  the  contracts.  Well,  if  those  acres  come 
back  into  com  we  are  going  to  pay  a  deficiency  payment  in  pro- 
gram cost  which  is  going  to  show  up  in  budget  outlays.  The  money 
would  be  better  spent  to  extend  those  contracts  and  protect  the 
conservation  gains  that  we  made. 

And,  also,  we  believe  that  we  have  to  take  another  look  at  re- 
serves, farmer-owned  reserves.  We  have  no  strategic  reserve  in  this 
country  of  com  at  this  time.  The  reserves  have  been  emptied  to 
keep  corn  prices  lower.  We  should  have  a  strategic  food  and  feed 
reserve  to  take  care  of  disasters  when  we  have  them  in  this  coun- 
try. We  should  take  another  look  at  how  we  use  those  reserves  and 
what  they  are  for. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Senter  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Sarpalius.  David,  please  give  my  best  to  Carl  as  well. 

Mr.  Senter.  I  will  do  it. 

Mr.  Sarpalius.  Let  me  ask,  in  the  study  that  you  referred  to  at 
Texas  A&M,  am  I  wrong  or  am  I  right  in  that  that  study,  didn't 
it  refer  to  GATT  in  the  worst-case  scenario  whereas  the  numbers 
that  USDA  uses  in  showing  how  corn  and  many  of  these  crops 
would  win  under  GATT  is  based  on  the  best-case  scenario?  I  am 
curious  if  you  agree  with  that? 

And  if  GATT  is  approved,  wouldn't  it  probably  fall  somewhere  in 
between  those  two  studies? 

Mr.  SE>rrER.  My  understanding  is  that  Texas  A&M  study,  they 
used  a  selected  group  of  farms  in  doing  their  research — larger 
farms,  smaller  farms,  high  plains,  rolling  plains — and  they  have 
different  farms  they  collect  data  from.  They  based  their  estimates, 
my  understanding,  on  what  the  trends  and  how  they  have  looked 
at  these  Texas  farms  and  what  the  impacts  will  be.  There  very  well 
may  be  a  different  impact  on  Texas  farmers  than  it  might  be  on 
Illinois  farmers,  and  so  they  looked  at  these  farms  within  Texas. 

USDA  always  looks  at  the  best-case  scenario  when  it  fits  their 
purpose.  They  always  do.  And  you  can  look  back.  I  have  been  here 
15  years.  And  they  always  do  that. 

If  they  were  opposed  to  GATT,  they  would  have  looked  at  the 
worst-case  scenario.  That  is  just  how  economists  do  things  here.  It 
very  well  could  lay  between  the  two,  but  the  bottom  line  is  it  could 
lay  between  the  two  projections. 

And  those  areas,  those  commodities  are  still  losers  under  that 
scenario;  and  USDA,  they  are  just  projecting  com  farmers  to  gain 
like  8  to  10  cents  over  8  years,  1  penny  a  year,  $1  an  acre  or  $1.25, 
and  that  is  the  big  gainers.  So  even  the  USDA  and  the  FAPRI 
numbers  they  are  looking  at  are — the  big  gainers  are  very  minimal. 
And  if  they  miss  the  mark  we  are  in  bigger  trouble  than  we  ought 
to  be. 
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Mr,  Sarpalius.  Dr.  Kubecka,  if  you  increase  the  target  price  loan 
rate  on  grain  sorghum  to  be  equal  to  corn,  how  can  we  achieve  that 
through  budget  savings? 

Mr.  Kubecka.  It  will  increase  the  payments  to  the  sorghum  pro- 
ducers, but  through  the  study  that  was  done  at  Texas  A&M  Uni- 
versity— not  the  same  study  you  all  were  referring  to  earlier,  but 
an  agricultural  sector  model  program  that  looks  at  all  the  different 
factors,  you  would  have  reduction  in  wheat  because  that  is  where 
the  increase  in  production  would  go,  would  be  wheat  and  some 
com.  And  it  would  also  raise  the  price — even  the  price  out  so  that 
you  don't  have  the  extra  cost  to  the  other  program  crops. 

Mr.  Sarpalius.  Does  the  gentleman  from  California  have  any 
questions? 

Mr.  DOOLEY.  Thank  all  of  you  for  attending.  I  appreciate  the 
work  the  grain  sorghum  people  have  done,  that  you  alluded  to,  Dr. 
Kubecka,  I  think  what  you  are  proposing  is  interesting  too.  My  con- 
cern is,  though,  when  we  have  so  many  of  our  commodity  prices, 
which  really  are  a  function  of  international  market  prices, 
shouldn't  the  target  price  be  related  to  that  world  price  or  the 
international  price? 

Mr.  Kubecka.  I  guess  what  we  are  trying  to  accomplish — as  a 
grain  sorghum  producer  right  now,  we  have  done  extensive — and  I 
am  also  on  the  Texas  check-off  board,  and  we  have  done  extensive 
studies  and  tests  as  far  as  the  feed  use  efficiency  between  corn  and 
milo. 

What  we  are  trying  to  do,  and  I  am  not  speaking — I  say  I  am 
speaking  today  for  grain  sorghum,  but  I  have  produced  com.  My 
family  produces  com.  And  what  we  are  looking  at — and  many  of 
the  people  on  the  board  are  dual,  triple  producers  of  different  com- 
modities. And  what  we  are  trying  to  do  is  to  promote  or  get  corn — 
excuse  me,  grain  sorghum  on  par  with  corn  so  that  people  have 
flexibility.  If  nothing  else,  we  are  looking  for  flexibility. 

And,  right  now,  there  is  a  study  done — and  I  think  you  all  have 
a  copy  of  this — there  is  a  study  done  in  Missouri  where  actually 
people  produce  com  just  because  of  the  farm  program  benefits,  and 
we  just  see  a  lot  of  additional  benefits. 

We  have  proven  that  grain  sorghum  can  be  and  is  equal  to  com 
for  feed  use  efficiency.  And  if  we  go  ahead  and  put  it  on  par  with 
corn  it  is  not  going  to  happen  instantaneously,  but  over  a  period 
of  time  things  are  going  to  level  out.  It  should  allow  people  to  bet- 
ter utilize  their  farms. 

You  know,  the  1985  farm  bill  was  10  years  ago.  Nothing  stands 
still.  I  think  if  there  is  anything  else  that  I  want  to  make  of  this 
proposal  from  the  grain  sorghum  producers,  is  that  we  need  to 
start  changing. 

Someone  on  the  earlier  panel  made  the  comment  about  we  have 
to  quit  looking  at  the  status  quo.  We  have  to  start  figuring  out  how 
to  cut  our  costs  rather  than  simply  maintain  that  static  price.  Well, 
I  am  prop-osing  that  we  maintain  the  price,  but  we  need  to  relevel 
this  thing.  One  way  we  are  going  to  do  this  is  by  planting  crops 
that  are  more  attuned  to  what  our  conditions  are.  We  are  stuck 
with  these  bases. 

Mr.  DoOLEY.  I  appreciate  that.  What  you  basically  have  identi- 
fied is  an  arbitrary  advantage  as  a  result  of  the  farm  program  that 
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corn  has  over  grain  sorghum  which  creates  an  inequity.  If  you  level 
that,  address  that  issue,  you  would  see  more  people  making  a  mar- 
ket-based decision,  a  better  market-based  decision.  They  will  move 
to  sorghum. 

Mr.  Lacey,  I  am  just  curious.  You  are  from  Minnesota? 

Mr.  Lacey.  Yes. 

Mr.  DOOLEY.  Do  you  grow  any  sugar  there? 

Mr.  Lacey.  Yes,  sugar  beets. 

Mr.  DoOLEY.  What  do  you  think  of  the  sugar  program  then?  We 
have  some  people  who  are  talking,  instituting  marketing  allot- 
ments on  sugar.  What  is  your  attitude  on  that? 

Mr.  Lacey.  I  am  in  the  best  sugar  growing,  the  cheapest  sugar 
growing  area,  and  I  belong  to  a  closed  co-op.  If  it  wasn't  for  raising 
sugar  beets  I  couldn't  be  here  representing  barley. 

Mr.  Dooley.  What  do  you  think  of  this  whole  idea,  though, 
where  there  are  some  parts  of  the  country,  including  Texas  and 
California,  that  are  strongly  advocating  that  we  put  in  place  mar- 
ket allotments  that  could  restrict  the  amount  of  sugar  that  you  can 
grow  in  Minnesota?  What  is  your  attitude  on  that? 

Mr.  Lacey.  It  no  doubt  would  be  to  their  benefit  because 

Mr.  Dooley.  What  would  it  mean  to  you,  though? 

Mr.  Lacey,  To  me,  it  restricts  my  options  because  I  can  grow 
sugar  cheaper  than  anything  else. 

Mr.  Dooley.  That  is  precisely  the  point  I  am  getting  at. 

Some  of  your  comments  are  that  you  are  still  maintaining  this 
pretty  strong  allegiance  to  the  supply  management  approach,  if  I 
remember  correctly,  and  what  we  are  seeing  happen  in  the  Red 
River  Valley  is  an  increased  level  of  sugar  production  because  it 
has  some  competitive  and  cost  production  advantages. 

Is  it  appropriate  to  put  in  place  Government  policies  that  impede 
the  development  of  production  and  expansion  of  production  in  areas 
that  have  an  inherent  competitive  advantage?  And  if  you  do  accept 
that,  why  doesn't  that  play  out  in  the  production  of  com  and  the 
production  of  cotton  and  some  of  these  other  sectors?  Why 
shouldn't  we  be  consistent? 

Mr.  Lacey.  I  think  the  place  where  we  are  not  consistent  is  that 
the  production  of  sugar  in  Minnesota  is  all  under  closed  co-ops. 

Mr.  Dooley.  They  are  not  building  any  new  co-ops? 

Mr.  Lacey.  No,  but  they  are  owned  by  the  producers,  and  there- 
by lays  the  difference. 

We  just  introduced  a  new  corn  processing  plant  that  is  being  lo- 
cated at  this  very  time — $245  million  processing  plant,  and  our 
sugar  co-ops  are  backing  that  venture.  They  knocked  the  door  down 
to  sign  up  because  that  area  of  the  country  realizes  that  by  band- 
ing together  in  closed  co-ops  they  can  produce  the  product,  the 
quality  product,  and  share  in  the  revenues  because  they  get  it 
ready  for  the  table,  ready  for  the  consumer. 

And  I  think  we  are  going  to  be  doing  a  whole  lot  more  of  that, 
but  we  still  have  to  address  the  bulk  commodity  exports  because 
that  is  part  of  our  survival.  The  bulk  commodity  products  are  still 
a  strong  second  to  anything  else  that  we  export,  right  after  trans- 
portation equipment.  So  we  have  to  be  able  to  compete  with  the 
rest  of  the  world.  And,  as  far  as  I  am  concerned,  in  order  to  do 
that,  we  have  to  reduce  our  input  costs.  And  in  order  to  do  that 
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somebody  besides  the  producer  has  to  start  accepting  some  of  these 
Government-imposed  costs. 

I  think  it  sounds  Uke  a  good  idea  to  have  an  environmental 
project.  We  have  to  attach  some  of  the  cost  of  that  project  to  the 
consumer  rather  than  to  the  producer  or  else  change  our  marketing 
system. 

Mr.  DOOLEY.  And  I  appreciate  those  comments.  I  am  a  coopera- 
tive member  myself. 

Mr.  Sarpalius.  Mr.  Lacey,  let  me  say  I  understand  your  frustra- 
tion with  the  Canadians.  I  have  testified  before  the  ITC  on  your 
behalf,  and  I  will  continue  to  help  you  as  much  as  I  can. 

Mr.  Lacey.  Thank  you  very  much. 

Mr.  Sarpalius.  It  is  not  fair  what  is  happening  to  you  as  well 
as  to  the  wheat  producers  in  this  country. 

Any  other  questions? 

[No  response.] 

Mr.  Sarpalius.  Let  me  thank  the  panel  very  much  for  your  pa- 
tience, for  your  testimony  and  I  look  forward  to  working  with  you. 

The  subcommittee  stands  adjourned. 

[Whereupon,  at  4:40  p.m.,  the  subcommittee  was  adjourned,  to 
reconvene  subject  to  the  call  of  the  Chair.] 

[Material  submitted  for  inclusion  in  the  record  follows:] 
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STATEMENT  OF  KEITH  COLLINS 

ACTING  ASSISTANT  SECRETARY  FOR  ECONOMICS 

U.S.  DEPARTMENT  OF  AGRICULTURE 

BEFORE 

THE  HOUSE  AGRICULTURE  SUBCOMMITTEE  ON 

GENERAL  FARM  COMMODITIES 

June  29,  1994 

Mr.  Chairman  and  members  of  the  Subcommittee,  I  welcome  the  opportunity  to 
review  the  economic  outlook  for  U.S.  agriculture  and  its  relationship  to  budget  constraints, 
current  and  pending  trade  agreements,  and  the  uf)coming  1995  Farm  Bill.    Early  in  1995, 
debate  on  new  farm  program  legislation  will  begin  in  earnest.    My  goal  today  is  to  help 
provide  the  Subcommittee  a  backdrop  on  the  state  of  the  American  agriculture  as  we  enter 
into  that  discussion.    I  will  review  the  general  economic  prospects  for  agriculture  and  the 
environmental,  structural  and  policy  context  in  which  the  1995  Farm  Bill  will  be  written. 

U.S.  agriculture  is  very  important  to  the  overall  economy  just  as  it  was  in  the  early 
1930's,  when  current  farm  commodity  programs  began.    Although  one-quarter  of  the 
population  lived  on  farms  in  the  I930's  and  today  about  2  percent  lives  on  farms,  the  entire 
food  and  fiber  system  generates  about  $950  billion  per  year  in  economic  activity  or  16 
percent  of  Gross  Domestic  Product  (GDP),  employs  one  in  seven  people,  and  has  a  positive 
net  trade  balance  of  about  $18  billion  per  year. 
Near-term  Economic  Context  for  1995  Farm  Bill 

Overview:    Farm  bills  have  reflected  external  forces  and  the  tenor  of  the  times  in 
which  they  were  written.    Economic  conditions  were  particularly  important  during  the  1981 
and  1985  Farm  Bill  debates.    For  1990,  budget  restraint,  global  subsidies,  and  flexibility 
were  key  issues  of  concern. 

The  economic  outlook  for  U.S.  agriculture  in  1995  in  large  measure  will  be 
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influenced  by  how  well  farm  production  this  year  rebounds  from  the  events  of  1993. 
Flooding  and  drought  reduced  crop  production  and  stocks,  elevated  farm  prices,  curtailed 
farm  exports,  and  triggered  disaster  assistance.    Last  year's  com  production  was  off  by  one- 
third  and  soybean  production  dropped  by  one-fifth.   But,  the  drop  in  stocks  was  even  more 
severe.   The  Department's  current  estimates  indicate  that  stocks  of  com  will  be  down  nearly 
60  percent  and  soybean  stocks  will  be  down  45  percent  on  September  1 ,   the  end  of  the 
1993/94  season,  their  lowest  levels  since  the  mid-1970's. 

Reduced  carryover  of  com  and  soybeans  has  intensified  concern  about  this  year's  com 
and  soybean  crops.   Preliminary  figures  from  USDA's  March  survey  indicate  a  7-percent 
increase  in  com  plantings  and  3-percent  increase  in  soybean  plantings  from  1993  levels. 
USDA  will  update  these  acreage  estimates  tomorrow. 

This  year,  the  problem  is  not  with  too  much  rainfall,  but  rather  with  too  little  rainfall 
in  certain  areas  combined  with  above  normal  temperatures.    At  this  time,  ample  subsoil 
moisture  £md  sufficient  showers  have  kept  major  crops  in  generally  good  shape. 

Despite  the  events  of  1993,  the  economic  situation  for  U.S.  agriculture  remains 
basically  sound,  with  some  concern  focused  on  the  flood  and  drought  areas.    Production 
shortfalls  for  many  producers  were  cushioned  by  record  yields  and  production  for  several 
major  crops  in  1992  and  disaster  payments  and  crop  insurance  indemnities,  which  together 
have  totaled  $3.7  billion  nationally. 

Tight  U.S.  supplies  and  slow  growth  in  key  foreign  countries  will  limit  farm  exports 
in  the  near  term.    For  1993/94,  U.S.  agricultural  exports  are  expected  to  be  $42.5  billion, 
virtually  unchanged  from  1992/93.   Export  value  and  volume  of  wheat,  coarse  grains,  and 
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oilseeds  will  be  lower,  while  export  value  and  volume  of  cotton,  livestock,  poultry,  and 
horticultural  products  will  increase  in  1993/94. 

Aggregate  indicators  of  agricultural  performance  are  expected  to  improve  in  1994. 
Higher  grain  and  cotton  prices  will  reduce  Commodity  Credit  Corporation  (CCC)  net  outlays 
for  FY  1994  to  $12  billion,  down  $4  billion,  despite  the  disaster  associated  outlays,  and  a 
further  decline  is  expected  for  FY  1995.     Farmers'  cash  receipts  are  expected  to  rise  in 
1994  and  net  farm  income  could  rise  sharply  as  inventories  rebuild.    Average  farm  operator 
household  income  from  both  farm  and  off-farm  sources  is  forecast  to  increase,  with  farm 
sources  accounting  for  12-13  percent  of  the  total.   Debt  and  asset  values  are  each  expected  to 
rise  slightly,  leaving  the  farm  sector  debt-to-asset  ratio  at  16  percent,  about  the  same  since 
1989. 

General  Economy:    Strong  macroeconomic  growth  of  3-3.5  percent  is  expected  for 
1994  and  1995,  which  will  strengthen  food  demand,  and  continued  low  inflation  and  energy 
prices  will  restrain  production  expenses.    After  1995,  the  economy  is  expected  to  settle  down 
to  real  GDP  growth  of  2.5-3.0  percent.    Inflation  is  projected  to  average  around  3.5  percent, 
with  monetary  policy  geared  to  its  containment.   Interest  rates  are  expected  to  rise  slightly 
after  1995,  but  continue  to  remain  below  1991  levels  through  the  year  2000. 

Economic  conditions  in  the  rural  economy  continue  to  improve.    Rural  employment 
grew  1.9  percent  in  1993  and  is  expected  to  outpace  urban  job  growth  in  1994.   Although  the 
unemployment  rate  has  declined  in  nonmetro  places,  falling  to  5.8  percent  at  the  end  of 
1993,  the  rural  poverty  rate  remains  high.   The  latest  estimate  indicates  that  nearly  17 
percent  of  the  rural  population,  9.5  million  people,  live  in  poverty.   This  compares  with 
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about  14  percent  of  the  urban  population. 

Generally  improving  economic  growth  around  the  world  will  support  further 
expansion  in  agricultural  trade.   Western  Europe,  particularly  Germany,  France,  and  Italy 
appear  to  be  moving  out  of  recession.    In  Japan,  economic  growth  is  less  promising,  but 
prospects  of  continued  growth  are  favorable  for  other  Pacific  Rim  countries.   Eastern  Europe 
appears  poised  to  experience  positive  economic  growth  but  problems  of  excessive  inflation, 
negative  economic  growth  and  foreign  debt  continue  in  the  nations  of  the  Former  Soviet 
Union  (FSU). 

The  North  American  Free  Trade  Agreement  (NAFTA)  is  expected  to  increase  U.S. 
agricultural  exports.    Agricultural  exports  to  Mexico  during  the  first  three  months  following 
implementation  of  NAFTA  are  up  15  percent.    At  the  end  of  the  15-year  transition  period, 
NAFTA  is  expected  to  add  about  $2.5  billion  annually  to  U.S.  agricultural  exports. 

Specific  Commodities-Crops:   This  year  marks  the  first  time  since  the  early  1980's 
that  farmers  did  not  have  to  idle  acreage  under  the  wheat,  rice,  and  feed  grains  programs  to 
be  eligible  for  program  payments  and  price  support  loans.    Reduced  acreage  reduction 
programs  (ARP's)  and  higher  prices,  especially  for  rice,  com,  sorghum,  and  soybeans, 
caused  farmers  to  increase  plantings  of  program  crops  and  soybeans  by  over  5  million  acres 
in  1994.    Soybean  acreage  is  estimated  up  about  2  million  acres,  com  plantings  up  over  5 
million  acres,  while  wheat  acreage  down  less  than  1  million  acres. 

Total  wheat  use  is  projected  at  2.4  billion  bushels  in  1994/95,  down  slightly  from 
1993/94,  as  both  feed  use  and  exports  decline.   Sluggish  world  demand  and  continued  fierce 
competition  among  major  wheat  exporters  underlie  the  forecast  drop  in  wheat  exports. 
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Lower  feed  grain  prices  are  expecled  to  reduce  U.S.  wheat  imports,  from  a  record  100 

million  bushels  in  1993/94  to  80  million  bushels,  second  only  to  last  year's  record.    U.S. 

wheat  stocks  are  expected  to  increase  from  549  million  bushels  this  June  1  to  607  million 

bushels  on  June  1,  1995.   Wheat  prices  averaged  $3.20  per  bushel  last  year  compared  to  a 

forecast  of  $2.75-$3.35  for  this  season. 

The  one-third  drop  in  com  production  last  year  caused  com  prices  to  increase  from 
$2.07  per  bushel  in  1992/93  to  about  $2.55  in  1993/94.   The  stocks-to-use  ratio  is  projected 
to  drop  from  25  percent  last  year  to  11  percent  by  this  September  1,  the  lowest  since  the 
mid-1970's.   We  now  project  a  1994  crop  of  8.7  billion  bushels,  which  would  retum 
carryover  to  a  more  normal  1.2-1.5  billion  bushels.    Increased  com  supplies  will  likely 
reduce  prices  to  $2.10-$2.50  per  bushel  and  boost  domestic  use  and  exports  in  1994/95.   The 
currently  proposed  30-percent  renewable  oxygenate  mandate  in  reformulated  gasoline  would 
increase  domestic  use  of  com.    The  expected  increase  in  ethanol  demand  in  the  reformulated 
gasoline  markets  under  the  provisions  of  the  proposed  rule  is  equivalent  to  about  200-250 
million  bushels  of  com. 

Higher  export  demand,  reflecting  substantial  imports  by  Japan,  combined  with  tight 
supplies  among  the  major  exporters,  including  the  U.S.,  has  resulted  in  substantially  higher 
rice  prices  this  season.    The  U.S.  season-average  price  for  1993/94  is  expected  to  be  about 
$8.35  per  hundredweight,  compared  to  $5.89  in  1992/93.   In  1994/95,  rice  exports  are 
expected  to  continue  to  be  strong  with  Japan  continuing  to  import  rice.    Rice  prices, 
however,  are  expected  to  decline  sharply  as  higher  U.S.  production  leads  to  stock  rebuilding. 

The  season-average  farm  price  for  soybeans  is  expected  to  be  $6.45  per  bushel  for 
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1993/94  compared  with  $5.56  last  year.   Vegetable  oil  prices  are  constituting  a  much  larger 

share  of  oilseed  value  this  year  with  soybean  oil  prices  expected  to  average  nearly  28  cents 
per  pound,  up  30  percent  from  1992/93.   Larger  soybean  acreage  and  better  yields  are 
expected  to  rebuild  stocks  and  lower  prices  in  1994/95.   Soybean  prices  are  currently 
forecast  at  $5.35-$6.45  per  bushel. 

The  1993/94  U.S.  cotton  crop  totaled  16.2  millon  bales,  virtually  unchanged  from 
1992/93.    Slightly  larger  supplies  are  supporting  strong  domestic  use  and  an  increase  in 
exports  from  5.2  million  bales  in  1992/93  to  an  estimated  7  million  bales  this  season.    In 
1994/95,  U.S.  cotton  production  is  expected  to  increase  to  17.7  million  bales.    Both  domestic 
use  and  exports  are  expected  to  remain  strong.    Continued  economic  growth  will  support 
higher  domestic  use.   Early  season  U.S.  exports  will  benefit  from  tight  foreign  stocks,  but 
could  face  increased  competition  from  recovering  foreign  production  during  the  latter  half  of 
the  season. 

Livestock:   Total  U.S.  livestock  and  poultry  production  is  expected  to  increase  3-4 
percent  in  1994,  following  an  increase  of  1.4  percent  in  1993.    Beef  production  is  expected 
to  be  up  4-5  percent;  poultry.  5  percent;  but  pork,  down  slightly.   During  the  first  quarter 
beef  production  was  up  7  percent  causing  cattle  prices  to  drop  to  $64  per  cwt.,  down  from 
over  $80  per  cwt.  last  year.   It  appears  that  in  recent  weeks  cattle  prices  have  stabilized. 
Lower  cattle  prices  combined  with  higher  feed  grain  and  soybean  prices  and  lower  slaughter 
prices  will  strain  livestock  profitability  in  1994.  ,  ,;, 

In  1995,  total  livestock  and  poultry  production  is  expected  to  show  another  sizable 
gain,  up  2-3  percent.    Both  beef  and  pork  production  could  show  increases  of  about  2 
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percent,  while  poultry  production  is  forecast  to  be  up  4-5  percent  in  1995.   These  production 

increases  are  expected  to  continue  to  pressure  livestock  prices  in  1995. 

Milk  production  is  expected  to  increase  slightly  in  1993/94  compared  with  a  2  percent 
gain  in  commercial  use.   The  use  of  recombinant  bovine  somatotropin  (bST)  will  help  boost 
output  per  cow  during  1994,  with  an  average  of  10  percent  of  the  U.S.  herd  expected  to  be 
treated  during  the  fourth  quarter  of  1994.    CCC  removals  of  dairy  products  are  forecast  to 
decline  from  5.4  billion  pounds  milk  equivalent,  total  solids  basis,  in  1992/93  to  about  4.5 
billion  pounds  this  season.    The  all  milk  price  is  expected  to  average  about  $13  per 
hundredweight  in  1993/94,  up  from  $12.73  in  1992/93. 

For  1994/95,  milk  production  is  forecast  to  outpace  increases  in  domestic  use,  causing 
removals  to  increase  and  milk  prices  to  decline.   Milk  production  is  anticipated  to  be  up 
about  2  percent  in  1994/95  as  more  producers  use  bST.     We  estimate  that  by  the  end  of  the 
1994/95  marketing  year,  about  one-quarter  of  the  cows  will  be  treated  with  bST. 
Commercial  use  is  expected  to  increase  by  about  1  percent  in  1994/95.   CCC  removals  could 
increase  to  over  6  billion  pounds  and  the  all  milk  price  is  expected  to  average  $11.75-$12.75 
per  hundredweight  in  1994/95. 

Fruits.  Vegetables  and  Other  Crops:    Grower  cash  receipts  from  vegetables  are 
forecast  at  $11.9  billion  for  1994,  up  2.4  percent  from  1993.   Cash  receipts  for  fruit  and  tree 
nuts  are  forecast  at  $10.4  billion,  up  about  1  percent  from  1993.   The  value  of  fruit  and 
vegetable  exports  reached  $3.8  billion  in  FY  1993,  up  nearly  50  percent  in  5  years.    In  FY 
1994,  the  value  of  fruit  and  vegetables  exports  could  exceed  $5  billion. 

Farm  Financial  Situation:   Despite  the  floods,  net  cash  farm  income  is  estimated  to 
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have  risen  8  percent  in  1993.   The  increase  reflects  higher  livestock  receipts  and  government 
payments  offsetting  lower  crop  receipts  and  higher  production  expenses.    In  1994,  net  cash 
income  is  expected  to  decline  to  about  the  average  of  the  previous  4  years  as  higher  cash 
receipts  could  offset  increases  in  production  expenses,  but  with  higher  prices  and  no  major 
disasters,  government  payments  could  be  down  substantially.   Net  farm  income,  which 
accounts  for  inventory  changes,  is  estimated  to  be  down  in  1993  as  commodity  inventories 
fell  but  would  rebound  in  1994  given  a  return  to  normal  weather. 

Average  farm  operator  household  income  is  estimated  to  have  increased  slightly  in 
1993  to  $40,700,  with  farming  accounting  for  14  percent  of  total  income.   The  average 
income  of  farm  operator  households  is  expected  to  be  $40,000-$43,000  in  1994  with  no 
major  change  in  the  proportion  coming  from  farming.  -v     •    ,. 

Farm  real  estate  values  averaged  $744  per  acre  as  of  January  1,  1994-6.4  percent 
above  a  year  earlier,  and  the  seventh  consecutive  increase  since  1987.    Values  increased  7.7 
percent  in  the  Com  Belt  and  Northern  Plains.   Farm  real  estate  assets  are  expected  to 
increase  3-4  percent  in  1994.  -  .  , 

Farm  Financial  Stress:   Data  derived  from  USDA's  annual  Farm  Costs  and  Returns 
Survey  indicate  a  slow,  steady  improvement  in  farm  financial  conditions  since  the  recovery 
began  after  the  financial  crisis  of  the  mid-1980's.   Between  January  1,  1986,  and  January  1, 
1993,  the  number  of  "vulnerable"  farms  fell  from  10  percent  of  all  farms  to  4.0  percent. 
Vulnerable  farms  are  defined  as  those  with  negative  net  farm  income  and  debt-to-asset  ratios 
of  40  percent  or  more. 

Data  collected  in  early  1994  indicate  a  slight  increase  in  the  concentration  of  financial 
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Stress.    On  January  1,  1994,  the  number  of  vulnerable  farms  rose  to  5.4  percent  of  all  farms, 

as  income  declined  and  use  of  debt  increased  during  1993.   A  similar  change  occurred 
among  commercial-size  farms,  those  having  annual  sales  of  $40,000  or  more.    In  1986,  14 
percent  of  commercial  farms  were  classified  as  vulnerable;  that  fell  to  3.9  percent  on  January 
1,  1993,  but  rose  to  6.3  percent  at  the  start  of  1994.   Two  factors  in  the  decline  in 
performance  for  these  farms  were  the  floods  and  drought  of  1993. 

Overall,  the  net  incomes  of  commercial  farms  fell  in  1993  for  farms  located  in  the 
Southeast,  Delta,  Southern  Plains,  Northern  Plains,  and  Lake  States.   The  largest  decline  was 
in  the  Lake  States  (Minnesota,  Michigan,  and  Wisconsin),  where  farm  income  fell  about  50 
percent  in  1993.   Government  payments  as  a  percent  of  gross  income  nearly  doubled  for 
commercial  farms  in  1993.   In  the  Com  Belt,  the  number  of  vulnerable  farms  rose  from  3.4 
percent  of  Com  Belt  farms  in  1992  to  6.9  percent  in  1993.   In  the  Lakes  States,  vulnerable 
farms  accounted  for  5.3  percent  of  farms  in  1992  and  7.8  percent  in  1993.    Commercial 
farms  also  increased  debt  use  during  1993.   The  average  debt-to-asset  ratio  rose  from  15 
percent  in  1992  to  18  percent  in  1993.    On  a  per  farm  basis,  liabilities  increased  from 
$106,300  to  $133,500. 

Farms  facing  the  most  financial  stress  among  commercial-size  farms  tended  to  have 
operators  that  were  younger  than  average,  were  in  partnerships,  worked  more  in  non-farm 
occupations,  operated  fewer  acres  and  rented  a  larger  portion  of  their  acres.    Despite  the 
increase  in  financial  vulnerability  among  commercial-size  farms  in  1993,  the  overall  financial 
condition  of  U.S.  farming  remains  superior  to  that  of  the  1980's. 

Food  Prices:    U.S  agriculture  continues  to  provide  consumers  with  low  cost,  ample 
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supplies  of  food.   The  Consumer  Price  Index  (CPI)  for  food  rose  2.2  percent  in  1993, 

compared  with  a  3  percent  increase  in  the  CPI  for  all  items.   The  outlook  for  1994  is  for 

continued  moderate  rises  in  food  prices  of  2-4  percent.   Low  inflation  will  keep  the  costs  of 

processing  and  distributing  food  from  rising  substantially.   Supplies  of  meats  will  be  ample 

and  per  capita  consumption  is  expected  to  increase  without  pressuring  retail  meat  prices. 

The  Isirgest  increases  are  expected  in  cereals  and  bakery  products,  up  3-5  percent,  where 

record  high  flour  prices  have  been  a  factor  in  early  1994. 

Farm  Program  Cost:   CCC  outlays  for  price  and  income  support  programs  in  FY 
1994  are  projected  at  $12.1  billion,  nearly  25  percent  below  FY  1993.   The  decrease 
primarily  reflects  higher  feed  grain  prices  which  are  projected  to  result  in  nearly  a  $5  billion 
decrease  in  outlays  for  the  feed  grain  program.    Outlays  for  the  wheat,  rice,  and  upland 
cotton  programs  are  also  expected  to  be  down  in  FY  1994.   The  projected  $4  billion  decline 
in  farm  program  outlays  in  FY  1994  includes  disaster  assistance  of  $2.6  billion. 

For  FY  1995,  CCC  outlays  are  projected  to  decline  to  about  $9  billion,  reflecting 
anticipated  declines  in  the  cost  of  the  upland  cotton  program,  reduced  disaster  assistance,  and 
reduced  claims  for  CCC  export  credit  guarantees.    We  will  be  releasing  the  mid-session 
update  of  the  President's  Budget  next  month,  which  will  likely  change  some  of  these 
projections. 
Longer  Term  Economic  Context  for  the  1995  Fann  Bill 

As  part  of  the  budget  and  outlook  process,  USDA  prepares  baseline  projections  for 
major  crops  and  livestock.   The  baseline  is  a  long-run  scenario,  a  composite  of  model  results 
and  judgmental  analysis,  that  describes  what  would  be  expected  to  happen  with  current 
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agricultural  laws  and  very  explicit  external  circumstances.  The  Department  published  its  . 
comprehensive  baseline,  "Long-term  Agricultural  Baseline  Projections,"  in  October  1993. 
Five-year  program  crop  projections  are  also  provided  with  the  President's  Budget. 

Baseline  Assumptions:    Long-term  projections  are  conditional  on  various  assumptions 
about  the  future.   Some  assumptions  underlying  our  current  baseline  are  as  follows: 

•  The  Export  Enhancement  Program  (EEP)  operates  at  the  FY  1994  program  level  of 
$  1  billion  per  year. 

•  Land  enrolled  under  Conservation  Reserve  Program  (CRP)  contracts  becomes 
available  as  contracts  expire,  but  not  all  CRP  land  returns  to  crop  production. 

•  Farm  programs  continue  as  provided  by  current  law. 

•  The  effects  of  NAFTA  but  not  the  Uruguay  Round  Agreement  are  included,  since 
implementation  legislation  for  the  latter  has  yet  to  be  approved  by  Congress. 

•  World  GDP  growth  is  expected  to  be  more  robust  in  1995  and  1996  reaching  and  then 
holding  at  3.6  percent  in  later  years. 

•  Income  growth  continues  negative  through  1995  in  the  FSU  and  then  improves 
slowly,  while  FSU  import  demand  continues  to  decline  for  several  more  years. 

•  China's  agricultural  exports  decline  and  feed  import  demand  increases  from  current 
levels. 

Baseline  Trends:    The  projections  for  the  next  several  years  indicate  a  modest 
increase  in  acreage  of  major  crops.   This  projection  reflects  fairly  stable  commodity  prices, 
the  expiration  of  existing  CRP  contracts,  and  growth  in  domestic  use  and  exports.   We 
anticipate  that  one-half  to  two-thirds  of  acreage  currently  enrolled  in  the  CRP  will  return  to 
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crop  production  once  existing  CRP  contracts  expire.   The  return  of  some  CRP  acres  to  crop 

production  is  expected  to  result  in  a  return  to  acreage  reduction  program  (ARP)  percentages 
above  zero  for  wheat  and  feed  grains  in  the  late  1990's.  However,  ARP  levels  are  expected 
to  remain  modest  at  near  5  percent. 

The  baseline  projections  anticipate  significant  growth  in  exports  over  the  next  several 
years.   This  growth  reflects  expected  steady  U.S.  farm  prices,  CAP  reform,  NAFTA, 
economic  growth  especially  in  developing  countries,  and  continued  funding  of  U.S.  export 
programs  at  current  levels.    U.S.  exports  of  com  and  wheat  are  expected  to  increase  by 
about  one-fifth  in  the  second  half  of  the  1990's.   U.S.  exports  of  both  crops  are  projected  to 
grow  faster  in  the  1990's  than  in  the  1980's. 

Record  meat  supplies  are  projected  to  continue  for  the  rest  of  the  decade,  reflecting 
moderate  feed  prices,  small  increases  in  other  production  costs,  and  ample  forage  supplies. 
Consumers  purchase  more  meat,  but  a  larger  proportion  will  be  poultry.   The  long-term 
decline  in  the  real  price  of  meat  continues.    Declining  real  prices  along  with  increases  in  real 
disposable  income  allow  consumers  to  buy  more  meat  with  a  smaller  proportion  of  disposable 
income. 

Over  the  next  several  years,  net  farm  income  is  expected  to  remain  fairly  steady  in 
nominal  terms  but  decline  in  real  terms.    Both  crop  and  livestock  receipts  are  up  as  are 
production  expenses,  which  increase  by  about  the  rate  of  inflation.   The  value  of  farm  assets 
is  projected  to  increase  at  near  the  rate  of  inflation  in  the  second  half  of  tiie  1990's,  with 
farm  debt  growing  somewhat  slower,  thus  lowering  the  debt-to-asset  and  debt-to-equity 
ratios.   The  trend  to  fewer  but  larger  farms  is  expected  to  continue.   Off-farm  income  will 
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continue  to  be  the  primary  source  of  average  farm  operator  household  income. 

Retail  food  prices  are  projected  to  rise  by  2-4  percent  per  year,  or  somewhat  less  than 
the  general  inflation  rate,  continuing  a  long-term  trend.    Expenditures  for  meals  eaten  away 
from  home  will  continue  to  account  for  a  growing  share  of  food  spending. 

CCC  outlays  are  expected  to  stabilize  at  $9-$  10  billion  per  year  over  the  latter  half  of 
the  1990's.    Both  the  wheat  and  feed  grain  programs  are  expected  to  cost  about  $2-$3  billion 
per  year  followed  by  the  upland  cotton  program  at  about  $  1  billion  per  year  and  the  rice 
program  at  about  $0.5  billion  per  year.    Despite  the  forecast  of  increasing  adoption  of  bST, 
net  removals  of  dairy  products  decline  as  increases  in  commercial  use  outpace  production. 
The  cost  of  the  dairy  program  is  forecast  to  be  in  the  range  of  $0.  l-$0.2  billion  per  year 
during  the  latter  half  of  the  1990's.   Export  programs  and  disaster  assistance  are  each 
expected  to  cost  about  $1-$1.5  billion  per  year  over  the  next  several  years. 

Uruguay  Round  Effects:   The  Uruguay  Round  Agreement  is  an  historic  effort  to  open 
world  agricultural  markets,  prompting  increased  trade  and  economic  growth.   The 
agricultural  agreement  covers  four  areas  including  export  subsidies,  market  access,  internal 
supports,  and  sanitary  and  phytosanitary  rules. 

The  Uruguay  Round  Agreement  on  agriculture,  to  be  implemented  during  1995-2000, 
will  lead  to  substantially  improved  access  for  U.S.  agricultural  exports.    Requiring  countries 
to  reduce  levels  of  trade-distorting  support,  export  subsidies  and  import  protection  will 
reverse  the  increasing  trend  in  protectionism  that  has  shut  our  exports  out  of  a  number  of 
growing  markets.   The  Department's  analysis  of  the  Uruguay  Round  Agreement,  published 
in  March  1994,  projects  that  agricultural  exports  will  rise  over  current  baseline  levels  by 
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$1.6  to  $4.7  billion  in  2000  and  $4.7  to  $8.7  billion  in  2005.   By  2000,  the  Agreement  is 

expected  to  result  in  about  a  7.5-percent  increase  in  U.S.  wheat  and  feedgrain  exports,  an  8- 

percent  increase  in  cotton  exports,  a  3-percent  increase  in  soybean  exports,  and  a  13-percent 

iiK  rease  in  exports  of  rice.   Significant  gains  in  U.S.  exports  are  also  anticipated  for 

livestock,  poultry,  and  several  fruits  and  vegetables. 

Increases  in  exports  under  the  Uruguay  Round  Agreement  will  raise  farm  prices  and 
income.   The  projected  increase  in  cash  receipts  is  about  $5  billion  by  2000.   However, 
higher  livestock  production  costs  resulting  from  higher  feed  prices,  higher  crop  production 
costs  associated  with  expanded  output,  and  lower  government  payments  offset  much  of  the 
increase  in  cash  receipts.    After  netting  out  the  effects  of  higher  production  costs  and  lower 
government  payments,  the  Uruguay  Round  Agreement  is  expected  to  raise  net  farm  income 
by  as  much  as  $1.3  billion  in  2000  and  by  as  much  as  $2.5  billion  in  2005. 

The  Uruguay  Round  Agreement  will  lower  the  costs  of  farm  programs.    Under  the 
Agreement,  export  subsidies  must  be  reduced  from  projected  levels  and  higher  exports  raise 
farm  prices,  reducing  payments  to  farmers  and  price  support  loan  activity.    Under  the 
Agreement,  CCC  outlays  for  export  programs  are  projected  to  decline  by  about  $1.6  billion 
during  1995-99.   The  Department  estimates  the  Agreement  will  reduce  total  farm  program 
spending  by  about  $3-$4  billion  during  1995-99. 

Implications  of  the  Outlook  for  1995  Farm  Bill:    As  the  1995  Farm  Bill  debate 
begins,  program  crops  appear  likely  to  be  in  reasonably  good  supply/demand  balance.   For 
most  program  crops,  stocks  are  lower  and  prices  are  higher  than  levels  going  into  the  1990 
Farm  Bill  debate.    If  there  is  a  major  concern,  it  is  the  low  com  and  soybean  stocks  caused 
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by  last  year's  excessive  rain  and  flooding  in  the  midwest.   A  return  to  more  normal  weather 

coupled  with  0-percent  ARP's  should  help  to  rebuild  stocks  in  1994/95. 

Beyond  1994/95,  program  crop  acreage  is  expected  to  increase  as  CRP  contracts 
expire  over  the  next  several  years.    Between  1993  and  2000,  we  project  acreage  planted  to 
major  crops  will  increase  by  about  15  million  acres.    The  policy  concern  is  the  impact  this 
increase  will  have  on  prices  and  the  need  for  ARP's.   Despite  the  increase  in  plantings  and 
production,  the  Department  projects  crop  prices  to  strengthen  in  the  late  1990's  as  increases 
in  domestic  use  and  exports  outpace  the  increase  in  supplies.    NAFTA  and  the  Uruguay 
Round  will  add  to  the  export  demand.    Higher  real  incomes,  population  growth,  and 
increases  in  exports  should  also  strengthen  livestock  prices  in  the  latter  1990's. 
Structural  Context  for  1995  Farm  Bill 

Farm  policy  must  deal  with  a  dynamic  and  widely  diverse  agricultural  sector  that  is 
constantly  changing  in  response  to  social  forces,  economic  pressures,  and  farm  policy 
choices.   The  number  of  farms  declined  rapidly  in  the  1950's  and  1960's,  but  since  then  the 
rate  has  declined.   The  number  of  farms  is  not  simply  a  declining  trend;  each  year  there  are 
entrants  and  exits.    For  example,  one  study  estimated  that  between  1982  and  1987,  75,000 
operators  entered  farming  per  year  and  106,000  departed  for  a  net  annual  decline  of  31,000 
in  U.S.  farm  numbers.   The  trend  toward  fewer  farms  has  been  accompanied  by  a  trend 
toward  larger  farms.   Less  than  2  percent  of  all  farms  now  account  for  nearly  40  percent  of 
the  value  of  U.S.  farm  output. 

Some  70  percent  of  farms  are  small  with  annual  sales  less  than  $40,000  and  sole 
proprietorships  are  the  most  common  type  of  farming  operation,  accounting  for  90  percent  of 
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the  farms.   The  30  percent  of  farms  that  are  of  commercial  size  control  most  of  the  assets  in 
agriculture,  account  for  over  90  percent  of  farm  sales,  and  receive  about  85  percent  of 
government  program  payments.   Approximately  half  of  the  noncommercial  farm  operators 
consider  farming  to  be  their  major  occupation  and  on  average  devote  20  hours  a  week  to 
farm  work.   Noncommercial  farms  are  less  likely  to  be  marginally  solvent  or  vulnerable 
financially  than  commercial-size  farms. 

The  average  age  of  farm  operators  is  54  years.    Approximately  half  of  U.S.  farms  are 
operated  by  persons  over  age  55.   It  is  estimated  that  500,000  farmers  will  retire  in  the  next 
decade,  outpacing  new  entrants  by  two  to  one.   Older  farmers  face  asset  transfer  and  other 
financial  issues  related  to  retirement,  while  young  farmers  and  beginning  farmers  face  issues 
related  to  the  costs  of  capital  and  the  viability  of  rural  communities. 

Farms  differ  in  cost  structure  and  profitability.   For  example,  25  percent  of  U.S.  com 
farms  have  an  average  variable  cost  of  $0.95  a  bushel  or  less  and  10  percent  have  average 
variable  costs  of  $1.78  a  bushel  or  more.   Per-unit  costs  generally  decrease  as  farm  size 
increases,  reflecting  that  large  farm  operations  are  able  to  take  advantage  of  technical  or  cost 
efficiencies.  ■='  ■>■..■        -., 

The  structure  of  agricultural  marketing  has  also  changed.    Many  commodities  are  now 
commonly  sold  in  markets  characterized  by  long-term  relationships  between  buyer  and  seller, 
rather  than  in  spot  markets  traditionally  used  by  farmers.    Good  examples  of  this  are  poultry 
and  processing  vegetables  which  are  grown  under  contract  or  within  an  integrated  ownership. 

Implications  of  Structure  for  the  1995  Farm  Bill:   Rapid  structural  change  in  the 
number  and  size  of  farms  appears  to  have  slowed.   The  current  structure  is  one  of  a 
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relatively  small  number  of  large-size  producers  dependent  on  farm  income  with  relatively 

high  household  incomes,  and  a  large  number  of  small-size  producers  dependent  on  off-farm 
income.   This  structure  reveals  the  difficulty  in  trying  to  address  the  income  of  the 
noncommercial  farms  with  price  and  income  supports  tied  to  base  acres.    Noncommercial 
farms  average  33  harvested  acres  compared  with  425  acres  for  commercial  farms.    Price  and 
income  supports  can  do  little  to  affect  their  bottom  line.    Off-farm  opportunities  are  critical 
to  their  well-being. 

The  concentration  of  program  payments  among  higher  income  commercial  farms 
reflects  larger  crop  acreage  bases.    The  10  percent  of  farms  with  gross  sales  over  $250,000 
received  almost  30  percent  of  total  payments  in  1992.   The  50  percent  of  farms  with  gross 
sales  under  $50,000  received  less  than  a  quarter  of  total  payments.    Because  most  farm 
households  do  not  receive  farm  program  payments  and  because  payments  are  determined  by 
the  amount  of  base  acreage  fanned,  only  a  small  percentage  of  payments  go  to  farmers  in 
poor  fmancial  condition.   In  1992,  the  financially  vulnerable  farm  households  received  less 
than  5  percent  of  total  government  payments.   The  distribution  of  payments  will  continue  to 
be  a  Farm  Bill  issue. 
Environmental  Context  for  the  1995  Farm  Bill 

Agriculture  affects  the  environment  by  using  air  land,  water,  and  chemicals  to 
produce  crops  and  livestock.    Programs  now  in  place,  under  authorities  provided  in  the  last 
two  farm  bills,  have  substantially  moderated  the  adverse  environmental  effects  from  farming, 
and  the  1995  Farm  Bill  provides  another  opportunity  to  continue  that  record.    Commercial 
fertilizer  use  in  farming  rose  from  a  total  of  7.5  million  tons  in  1960  to  a  record  high  23.7 
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million  tons  in  1981.   Use  fell  to  20.9  million  tons  in  1993.   Pesticide  use  by  farmers  peaked 
in  the  mid-1980's.   Since  the  mid-1970's,  pesticide  application  rates  have  remained  stable  at 
about  2.2  pounds  (active  ingredients)  per  acre.    Notably,  the  total  amount  applied  and  the 
application  rate  for  insecticides  are  now  half  the  levels  of  the  mid-1960's. 

Adoption  of  Integrated  Pest  Management  (IPM)  practices,  particularly  by  producers  of 
chemical-intensive  crops  like  cotton,  has  contributed  to  reduced  pesticide  use.   Use  of  IPM 
practices  varies  greatly  by  crop.   For  example,  29  percent  of  com  acres  are  scouted  for 
insects,  53  percent  for  weeds  and  only  23  percent  are  managed  using  conventional  pest 
control.   Seventy-six  percent  of  potato  acreage  is  operated  under  IPM  practices.    The 
Administration's  goal  is  to  develop  a  strategic  plan  for  application  of  IPM  practices  to  75 
percent  of  cropland  by  the  year  2000. 

Until  recently,  environmental  and  conservation  policies  have  focused  on  point  sources 
of  pollution  like  factory  discharges,  where  the  source  is  easily  identified  and  mitigation 
strategies  are  well  developed.   Public  attention  has  shifted  to  nonpoint  sources,  including 
agriculture.    Agriculture  contributes  to  surface  and  ground  water  pollution  through  leaching 
and  runoff  of  chemicals,  animal  waste,  sedimentation,  and  salinization.   Because  tracing  the 
source  of  water  impairment  back  to  the  source  is  frequently  impossible,  broad  mitigation 
measures  are  needed.   The  reauthorization  of  the  Clean  Water  Act  is  expected  to  result  in 
reduced  agricultural  nonpoint  pollution. 

Management  measures  in  impaired  watersheds  will  increase  the  need  for  technical  and 
financial  assistance  to  affected  farmers.   USDA's  water  quality  program  has  extended 
assistance  to  fanners  and  landowners  in  over  400  project  areas.   The  Water  Quality  Incentive 
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Projects  has  cost-shared  management  measures  on  over  400,000  acres. 

Half  of  historic  U.S.  wetland  acreage  has  been  lost  over  the  past  200  years.    About 
274  million  acres  of  wetlands  remain  nationwide,  including  170  million  acres  in  Alaska. 
Remaining  wetlands  and  converted  wetlands  are  largely  privately  owned,  while  the  multiple 
environmental  benefits  provided  by  wetlands  accrue  to  society  at  large.   The  1992  pilot 
Wetland  Reserve  Program  (WRP)  acquired  permanent  easements  on  nearly  50,000  acres  at  a 
cost  of  $46  million.    Enthusiasm  for  the  WRP  is  evidenced  by  the  fact  that  during  the  latest 
enrollment,  farmers  and  ranchers  offered  more  than  seven  times  the  75,000  acres  for  which 
funding  was  provided  in  FY  1994. 

The  rate  of  erosion  has  slowed  because  of  changes  in  the  kinds  of  crops  grown,  the 
amount  of  cropland  idled  under  government  programs,  adoption  of  conservation  tillage 
methods,  and  other  erosion  control  practices  on  highly  erodible  land.   Some  form  of 
conservation  tillage  is  now  used  on  over  one-third  of  the  total  U.S.  planted  crop  acreage  (97 
million  acres  in  1993).   This  is  a  35-percent  increase  in  just  four  years.   Conservation  tillage 
is  often  adopted  by  USDA  program  participants  subject  to  conservation  compliance  rules. 

Now  in  its  ninth  year,  the  CRP  has  converted  36.4  million  acres  of  cropland  to 
conserving  uses  under  10-year  contracts.    At  a  current  annual  cost  of  $1.8  billion,  the  CRP 
has  achieved  its  goals  of  reducing  soil  erosion  on  highly  erodible  land,  protecting  the 
Nation's  longrun  capacity  to  produce  food  and  fiber,  reducing  sedimentation,  improving 
water  quality,  fostering  wildlife  habitat,  curbing  production  of  surplus  commodities,  and 
providing  income  support  for  farmers.    It  is  estimated  that  the  CRP  has  reduced  soil  erosion 
by  nearly  700  million  tons  per  year  nationwide,  or  by  22  percent  compared  with  conditions 


70 


20 
prior  to  the  CRP. 

The  first  CRP  contracts  covering  2.2  million  acres  expire  in  1995.   Contracts 
covering  another  22  million  apres  expire  in  1996  and  1997. 
Overview  of  the  1990  Farm  Bill  and  Implications  for  1995 

Farm  Program  Spending:   Projected  USDA  outlays  for  FY  1994  are  $64.9  billion,  of 
which  $38.2  billion  is  attributable  to  food,  nutrition,  and  consumer  services  programs. 
Estimated  USDA  outlays  are  4.4  percent  of  total  Federal  spending.    Estimated  CCC  program 
outlays,  which  include  commodity  programs,  disaster  assistance,  and  export  promotion 
programs,  are  $12.1  billion.   This  figure  compares  to  a  record  high  outlay  of  $25.8  billion  in 
FY  1986.   CCC  programs  are  less  than  1  percent  of  Federal  spending. 

The  Food  Security  Act  of  1985  (1985  Act),  the  Food,  Agriculture,  Conservation,  and 
Trade  Act  of  1990,  and  the  Omnibus  Budget  Reconciliation  Act  of  1990  (1990  Acts)  made 
numerous  changes  in  farm  commodity  programs  to  meet  deficit  reduction  targets.    The  1985 
Act  reduced  target  prices  for  program  crops  by  10  percent  and  froze  program  yields.   The 
1990  Acts  reduced  payment  acres  by  15  percent,  imposed  marketing  assessments  on 
nonprogram  commodities,  established  deficiency  payment  rates  for  grains  based  on  season- 
average  prices,  and  continued  to  freeze  program  yields.   These  provisions  alone  have 
reduced  CCC  outlays  for  program  crops  by  an  estimated  $7-$8  billion  annually  or  roughly  80 
percent.  , ,,.. 

USDA  estimated  in  November  1989,  that  extension  of  the  1985  Act  would  lead  to 
farm  program  costs  of  $66  billion  during  FY  1991-95.   Farm  program  costs  are  now 
estimated  to  total  about  $57  billion  over  that  same  period.   We  estimate  farm  program  costs 
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would  fall  to  less  than  $50  billion  during  the  5-year  period,  FY  1996-2000,  if  current  farm 

programs  are  simply  extended  another  5  years.    Thus,  current  farm  programs  have 
contributed  to  deficit  reduction.    Farm  programs  are  expected  to  continue  this  trend  in  the 
future  as  increases  in  exports  and  domestic  use  increase  farm  prices  for  program  crops, 
reducing  deficiency  payments. 

Budgetary  constraints  will  place  further  pressure  on  farm  program  spending  in  1995. 
Some  will  argue  that  agriculture  has  already  contributed  enough  to  deficit  reduction  and  cuts 
in  farm  programs  have  far  outweighed  cuts  in  other  areas.    Since  the  mid-1980's,  annual 
CCC  expenditures  for  commodity  programs  have  been  cut  about  50  percent,  while  total 
Federal  spending  increased  by  50  percent. 

Competitiveness  in  World  Markets:    Amid  concerns  that  loan  rates  were  making  the 
U.S.  uncompetitive  in  worid  markets  and  leading  to  burdensome  carryover  levels,  the  1985 
Act  reduced  loan  rates  beginning  with  the  1986  crops.   Future  loan  rates  were  determined  by 
formulas  that  took  into  account  past  market  prices.   To  further  ensure  U.S.  competitiveness, 
marketing  loans  for  rice  and  cotton  were  mandated  and  made  discretionary  for  grains  and 
soybeans. 

Although  the  1990  Acts  altered  the  formulas  for  grains,  causing  loan  rates  to  increase, 
loan  rates  continued  to  remain  well  below  pre- 1986  levels.   In  addition,  the  1990  Acts  made 
marketing  loans  mandatory  for  soybeans  and  minor  oilseeds.   Marketing  loans  for  grains 
were  required  if  the  U.S.  failed  to  enter  into  a  Uruguay  Round  Agreement  by  June  30,  1992. 
Marketing  loans  are  now  in  effect  for  all  program  crops. 

The  1990  Acts  continued  the  intermediate  export  credit  guarantee  program  and  the 
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Export  Enhancement  Program  (EEP)  established  by  the  1985  Act.  The  EEP  provided  direct 
export  subsidies  to  exporters  to  counter  the  trade  distorting  subsidies  of  the  European  Union 
and  other  countries,  contributing  to  trade  reforms  and  the  Uruguay  Round  Agreement. 

Lower  loan  rates,  the  use  of  commodity  certificates,  and  marketing  loans  have 
essentially  eliminated  government  grain  inventories.   This  has  led  to  concern  about  the 
adequacy  of  available  inventories  to  offset  reduced  yields  resulting  from  adverse  weather, 
such  as  in  1993. 

Loan  rates  have  been  increased  in  recent  years,  encouraging  farmers  to  pledge  larger 
amounts  of  grain  as  collateral  for  CCC  price  support  loans.    But,  increasing  loan  rates  will 
not  likely  lead  to  larger  inventories  of  grains,  since  marketing  loans  provide  little  to  no 
incentive  for  farmers  to  store  or  forfeit  grain  to  the  CCC.   Furthermore,  raising  loan  rates 
can  alter  farmers'  production  decisions  and  increase  farm  program  costs  since  all  of  a 
participant's  production  is  eligible  for  marketing  loan  benefits. 

Conservation:   The  1985  Act  included  sodbuster  and  swampbuster  provisions  and  the 
CRP  for  the  purpose  of  removing  highly  credible  land  and  wetlands  from  crop  production. 
In  addition,  conservation  compliance  prohibits  paying  USD  A  program  benefits  to  any  person 
who  produces  an  agricultural  commodity  on  highly  erodible  land  without  the  use  of 
conservation  practices  appropriate  for  that  land.   The  1990  Acts  expanded  the  list  of  USD  A 
program  benefits  for  which  farmers  are  ineligible  if  they  violate  a  conservation  compliance 
plan,  plant  without  a  plan,  plant  on  wetlands,  or  convert  wetlands. 

The  potential  loss  of  environmental,  conservation,  and  farm  income  benefits  resulting 
from  CRP  contract  expiration  will  lead  to  debate  on  the  future  course  of  environmental 
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programs  for  agriculture  in  1995.   Some  of  the  issues  will  include:  (1)  program  funding  level 

(2)  the  allocation  of  program  funding  between  land  retirement  and  other  types  of 
conservation  programs;  and  (3)  the  selection  criteria  for  land  retirement  including  to  what 
extent  existing  CRP  contracts  should  be  extended. 

Planting  Flexibility:   Under  the  1990  Acts,  program  crop  producers  may  plant 
alternative  crops  on  up  to  25  percent  of  base  acres  and  have  their  base  protected.   The  25- 
percent  of  base  acres  that  may  be  planted  to  alternative  crops  consists  of  (1)  normal  flex 
acres  (NFA)  or  15  percent  of  base  acres  and  (2)  optional  flex  acres  (OF A)  or  10  percent  of 
base  acres.    Farmers  are  ineligible  for  program  payments  on  NFA  and  receive  payments  on 
OFA,  onl;^      ihose  acres  are  planted  to  the  original  program  crop.    Since  farmers  do  not 
receive  payments  on  NFA  no  matter  what  crop  is  planted,  the  decision  to  plant  one  crop 
versus  another  is  determined  by  a  farmer's  expected  market  returns  for  competing  crops. 

Under  the  flexibility  provisions  of  the  1990  Acts,  producers  planted  4.7  million  acres 
of  program  crop  base  to  soybeans,  0.4  million  acres  to  minor  oilseeds,  and  0.7  million  acres 
to  other  nonprogram  crops  in  1993.    In  1993,  producers  also  shifted  about  3  million  acres  of 
program  crop  base  from  one  program  crop  to  another.   These  shifts  in  acreage  enabled 
producers  to  increase  profits,  plant  less  erosive  crops,  and  increase  plantings  of  new  and 
experimental  crops. 

While  the  1990  Acts  increased  planting  flexibility  significantly,  only  15  percent  of 
base  acres  can  be  planted  to  alternative  crops  without  giving  up  program  payments.    Many 
farmers  continue  to  be  limited  in  their  choice  of  crops  and  in  how  much  acreage  they  can 
devote  to  alternative  crops  and  remain  eligible  for  program  payments.    In  addition,  some 
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farmers  continue  to  be  reluctant  to  plant  alternative  crops  either  because  of  the  complexity  of 
the  current  programs  or  concerns  that  base  determination  will  be  further  changed. 

Implications  of  Current  Program  Performance  for  the  1995  Farm  Bill:   The  1995 
Farm  Bill  debate  will  be  significantly  influenced  by  budgetary  restraint.    Balancing  budget 
limitations  with  program  and  policy  objectives  will  be  a  key  challenge  as  we  begin  to  address 
farm  policy  for  the  future. 

Mr.  Chairman,  that  completes  my  Statement.   I  would  be  pleased  to  address  any 
questions  you  or  the  other  members  might  have. 

(Attachments    follow:) 
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Agricultural  and  general  economic  statistics 


Item 

Unit 

1990 

1991 

1992 

1993 

1994  F 

GDP 

Percent  change 
(rom  previous  year 

0.8 

-07 

26 

30 

28  -  4  1 

CPI  All  Items 

• 

5.4 

4.2 

30 

2.9 

2  5  -  3  0 

CPI  Food 

• 

58 

29 

1.2 

22 

2  0  -  3.0 

Prime  Interest  Rate 

Percent 

10 

85 

63 

6.0 

6.7  -  7.1 

Unemployment  Rate 

• 

5.5 

6.8 

7.4 

68 

6  2  -  6  5 

Gross  Cash  Farm  Income 

$  Billion 

186  8 

184.7 

187.9 

194.5 

190-198 

Cash  Farm  Expenses 

■ 

130.9 

131.4 

130  2 

132.0 

131  -  139 

Direct  Governtneni 
Payments 

• 

9.3 

8.2 

92 

127 

6-  10 

Net  Cash  Income 

• 

559 

533 

57.7 

625 

53-63 

Net  Farm  Income 

■ 

465 

40.0 

48.6 

455 

45-55 

Farm  Household  Income 
Total 
Farm  Sources 

Dollars  per 

operator 

household 

39.007 
5,742 

36,031 
4,393 

40,648 
4,917 

40,699 
5,745 

40,000-43,500 
4,600-6,100 

Agricultural  Exports 
Value 
Volume 

$  Billion 
Million  MT 

40.1 
148.7 

37.5 
129.4 

423 
143  6 

425 
146.8 

42.5 
129.3 

Agricultural  Imports 

$  Billion 

22.5 

226 

24.3 

24.5 

25 

Agricultural  Trade 
Balance 

• 

17.6 

14.9 

18 

18 

17.5 

Prices  Received  Index 

1977  =  100 

149 

145 

140 

141 

142-  148 

Prices  Paid  Index 

■ 

184 

189 

191 

194 

193-201 

PRI/PPI 

Ratio 

81 

77 

73 

73 

74-74 

Farm  Output  Index 
Livestock  and  Products 
Crops 

1982  =  100 

■ 

112 
112 
112 

112 
114 
109 

121 
117 
126 

112 
117 
107 

116-124 
117-121 
114-  120 

Farm  Assets 

$  Billion 

846.3 

842.2 

861.5 

888 

915  -  925 

Farm  Debt 

■ 

137.4 

138.9 

139.3 

142 

141  -  145 

Farm  Debt/Assets 

Percent 

162 

16.5 

16.3 

160 

15-  17 
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Billions  S 
60 


U.S.  Agricultural  Exports 


Billions  S 
55 


Net  Farm  Income 
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Billions  $ 


CCC  Outlays  on  Commodity  Price  Support 
and  Related  Programs 
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Statement  of  Steve  Yoder 

Chairman    Board  of  Directors 

American  Soybean  Association 

before  the 

Subcommittee  on  General  Farm  Commodities 

Committee  on  Agriculture 

U.S.  House  of  Representatives 

June  29,  1994 


Good  Afternoon,  Mr.  Chairman  and  Members  of  the  Subcommittee.  I  am  Steve  Yoder, 
a  soybean  and  peanut  farmer  from  Altha,  Florida,  and  Chairman  of  the  Board  of 
Directors  of  the  American  Soybean  Association.  ASA  is  a  producer  supported  and 
directed  national  trade  organization  representing  all  U.S.  soybean  growers. 

Mr.  Chairman,  profitability  in  the  soybean  sector,  as  in  any  industry,  is  a  function  of 
increasing  demand  and  reducing  costs.  In  our  sector,  demand  has  been  driven  by 
growing  consumption  of  high  protein  soybean  meal  by  U.S.  and  foreign  livestock 
sectors.  Demand  for  soybean  oil  has  also  grown,  but  so  has  competition  from  other 
domestic  and  foreign  oilseed  producers. 

As  U.S.  soybean  production  expanded  in  the  1 950;s  and  1 960;s,  soybean  oil  became 
established  as  the  standard  in  U.S.  margarine  and  salad  oil  markets.  At  the  same 
time,  surplus  soybean  oil  became  a  major  export  under  the  Food  for  Peace  Program. 
The  combination  of  expanding  protein  demand  and  policies  designed  to  balance  corn 
and  soybean  production  encouraged  ASA's  orientation  toward  free  trade  in  agriculture 
during  the  1  970's  and  1980's. 

During  the  1980's,  two  shifts  in  policy  reversed  the  boom  in  the  U.S.  soybean 
industry.  First,  U.S.  farm  programs  came  under  increasing  preserve  to  reduce 
government  outlays.  The  sharp  drop  in  loan  rates  under  the  1  985  Farm  Bill  undercut 
soybean  prices  and  raised  the  importance  of  target  prices  and  base  acres. 

Second,  U.S.  efforts  to  defend  export  markets  for  wheat  and  feed  grains  encouraged 
our  foreign  competitors  to  expand  oilseed  production.  As  the  U.S.  lost  fifteen  million 
acres  in  soybean  and  sunflower  production  between  1983  and  1990,  Brazil, 
Argentina,  Canada,  and  the  European  Community  increased  their  acreage  planted  to 
soybeans,  sunflower,  and  rapeseed  by  about  the  same  amount. 

In  addition,  U.S.  competitors  have  increasingly  targeted  trade  in  vegetable  oil  as 
opposed  to  oilseeds.  This  policy  has  encouraged  development  of  oilseed  processing 
facilities  which,  in  turn,  is  encouraging  expanded  oilseed  production. 
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The  Uruguay  Round  agreement  represents  a  crossroads  for  the  U.S.  oilseed  sector, 
Mr.  Chairman.  Our  industry  welcomes  these  negotiations  and  supported  the  original 
U.S.  objectives  of  eliminating  all  trade  distorting  practices  believing  we  had  far  more 
to  gain  then  to  lose  from  trade  liberalization.  We  had  pursued  a  zero-for-zero  policy 
to  eliminate  all  import  barriers  and  government  export  incentives  long  after  the  Bush 
Administration  abandoned  this  goal  of  the  Round. 

Unfortunately,  the  final  agreement  will  reduce  U.S.  vegetable  oil  exports  under  EEP, 
SOAP,  and  COAP  by  79  percent  over  the  next  six  years  without  requiring  any  cuts  in 
export  by  our  competitors.  Based  on  1991-92  levels,  this  reduction  will  exceed 
500,000  tons  of  lost  oil  exports  per  year  by  the  year  2000.  In  addition,  the  Round 
includes  practically  no  commitments  by  importing  countries  to  reduce  tariffs  on 
vegetable  oil.  As  Congress  prepares  to  consider  legislation  to  implement  the  new 
GATT  agreement,  we  find  ourselves  in  the  very  uncomfortable  position  of  asking  for 
protection  from  a  trade  agreement  originally  intended  to  liberalize  world  trade. 

As  you  know,  Mr.  Chairman,  the  U.S.  oilseed  industry  is  united  in  asking  the 
Administration  and  Congress  to  offset  the  impact  of  GATT  through  a  program 
developing  new  domestic  markets  for  industrial  products  based  on  vegetable  oils.  We 
are  also  proposing  that  vegetable  oil  supplies  exceeding  historical  levels  be  purchased 
for  food  aid  or  for  industrial  uses.  We  ask  Members  of  the  Subcommittee  to  support 
these  measures  as  an  amendment  to  the  GATT  implementing  legislation  to  ensure  that 
our  industry  is  not  unfairly  penalized  for  past  efforts  to  support  more  open  world  trade. 

To  date  the  Administration  has  refused  to  acknowledge  the  very  real  and  adverse 
effect  the  Uruguay  Round  will  have  on  U.S.  vegetable  oil  exports  over  the  next  six 
years.  If  we  are  unable  to  obtain  relief  in  the  Administrations  bill  to  implement  GATT, 
our  industry  will  be  forced  to  take  a  more  aggressive  position  on  future  domestic  and 
international  trade  issues,  including  provisions  in  the  1995  Farm  Bill. 

As  you  know,  Mr.  Chairman,  soybeans  and  other  oilseed  are  traditionally  grown  in 
rotation  with  feed  grains,  wheat,  and  cotton.  Annual  production  has  been  less  a 
function  of  retaining  and  maximizing  farm  program  benefits  as  a  response  to  market 
conditions.  This  has  made  oilseed  production  and  profitability  highly  vulnerable  to 
foreign  competition  in  domestic  and  foreign  markets.  We  have  seen  clear  evidence 
of  this  vulnerability  as  U.S.  oilseed  acreage  has  eroded  over  the  past  decade. 

If  opportunities  to  compete  are  allowed  to  further  deteriorate  under  the  Uruguay 
Round,  our  industry  will  be  forced  to  seek  increased  dependence  on  the  Federal  farm 
program.  This  dependence  could  take  any  of  several  forms:  higher  oilseed  supports 
tied  to  the  effective  target  priced  for  program  crops;  expanded  planting  flexibility  on 
program  crops;  expanded  planting  flexibility  on  program  crop  and  set-aside  acres;  or 
some  form  of  insurance  program  under  which  government  purchases  would  be 
required  if  U.S.  vegetable  oil  supplies  exceed  a  specified  level. 
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We  recognize  the  discipline  which  budget  realities  impose  on  the  Subcommittee,  Mr. 
Chairman.  Future  efforts  to  reduce  Federal  spending  for  farm  programs  must, 
however,  redirect  benefits  in  a  way  that  maximizes  producer  income  from  the 
marketplace.  We  must  also  monitor  the  support  programs  of  our  foreign  competitors 
and  their  impact  on  world  trading  conditions. 

As  I  mentioned  at  the  outset,  profitability  in  our  industry  is  a  function  of  reducing  cost 
as  well  as  increasing  demand.  In  this  regard,  ASA  is  reviewing  the  status  of  research 
efforts  to  raise  soybean  yields  and  production  efficiencies  in  various  growing  areas  of 
the  country.  If  appropriate,  we  plan  to  include  a  comprehensive  proposal  to 
restructure  and  support  regional  soybean  research  efforts  as  a  key  part  of  our  1995 
Farm  Bill  proposal. 

Mr.  Chairman,  U.S.  soybean  producers  look  forward  to  developing  policies  in  the  1 995 
Farm  Bill  that  reflect  and  enhance  the  competitive  position  of  our  industry.  We  will 
approach  this  process  looking  to  the  future  rather  than  the  past.  We  intend  to  play 
an  active  and  constructive  role  in  encouraging  a  farm  program  that  benefits  producers 
of  all  crops  and  all  sectors  of  U.S.  agriculture. 


Thank  you  again  for  the  opportunity  to  appear  before  this  Subcommittee, 
glad  to  respond  to  any  questions  you  may  have. 


will  be 
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Thank  you  Mr.  Chairman  and  distinguished  members  of  the  Subcommittee. 

My  Name  is  Bruce  Brumfield.   I  serve  as  President  of  the  National  Cotton  Council  of 
America  -  the  central  organization  of  the  U.S.  cotton  industry.    I  operate  a  diversified 
farming  operation  near  Inverness,  Mississippi.    Cotton  is  my  primary  cash  crop.    I  also 
produce  soybeans  and  catfish. 

I  commend  you  and  your  colleagues  for  holding  this  early  hearing  on  the  1995  farm  bill.   I 
think  it  is  particularly  important  to  assess  the  current  status  and  outlook  of  American 
agriculture  ahead  of  Congressional  action  on  GATT  implementing  legislation  and  as  an 
introduction  to  consideration  of  the  1995  Farm  Bill. 

Mr.  Chairman,  our  reading  of  the  U.S.  agricultural  situation  is  that  it  has  improved  under 
the  more  market  oriented  farm  legislation  of  1985  and  1990.   With  increased  market 
orientation,  net  cash  income  and  net  farm  income  have  generally  trended  upward.    Real  value 
in  farm  assets  has  stabilized  after  a  sharp  and  persistent  decline  during  the  1980s, 
profitability  has  improved  and  farm  foreclosures  are  far  less  common. 

This  positive  outcome  is  primarily  the  result  of  a  farm  program  that  is  working  well  for  U.S. 
agriculture.  We  believe,  however,  that  this  successful  program  will  face  many  challenges  in 
the  months  ahead--from  interests  as  divergent  as  the  GATT  agreement,  budget  pressures,  and 
environmental  concerns. 

With  respect  to  the  GATT  agreement,  we  believe  there  is  a  prevailing  misconception  among 
the  general  public,  and  perhaps  among  some  policy  makers,  that  the  agreement  will  reduce 
the  need  for  agricultural  programs  in  the  U.S..     Nothing  could  be  further  from  the  truth. 
From  our  perspective,  unless  we  keep  effective  farm  programs  in  place,  few  of  the  NAFTA 
benefits  may  be  realized   and  GATT  will  be  damaging  to  U.S.  agriculture. 

Despite  an  improving  deficit  situation  and  declining  farm  program  costs,  we  have  no  doubt 
there  will  be  renewed  calls  for  disproportionate  cuts  in  agricultural  spending.    We  have 
already  heard  reports  that  agriculture  may  be  asked  to  decrease  spending  by  up  to  $5  billion 
as  part  of  the  GATT  implementing  legislation.   Of  the  $15  billion  projected  to  be  lost  in 
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tariff  revenues  as  a  result  of  GATT,  only  $800  million  is  attributed  to  agricultural  goods. 
There  is  absolutely  no  reason  for  requiring  agriculture  to  ante  up  as  much  as  $5  billion  in 
offsets.   We  applaud  the  opposition  you  and  your  colleagues,  including  Mr.  Emerson,  Ms. 
Long,  Mr.  Kingston  and  Mr.  Barrett,  have  already  expressed  about  this  notion  and  we  urge 
your  continued  efforts  to  ensure  the  budget  off-sets  are  not  damaging  to  agriculture. 

During  the  1993  budget  reconciliation  debate,  the  National  Cotton  Council  presented 
information  to  Congress  showing  that  farm  program  spending  had  been  reduced  by  two-thirds 
between  1986  and  1992  while  total  federal  spending  had  continued  to  soar.   The 
Congressional  Budget  Office's  (CBO)  February  baseline  shows  a  continuation  of  (1)  the 
downward  trend  in  ag  spending  and  (2)  the  upward  trend  in  total  federal  spending. 
\Reference  Exhibits  1  and  2.  appended  I.    It  is  time  to  look  elsewhere  for  budget  savings. 

Agriculture's  economic  situation  will  be  significantly  affected  by  the  changing  world  of 
environmental  regulation.    Anything  that  significantly  increases  operating  costs  will  hurt  our 
bottom  line. 

With  this  as  a  backdrop,  I  would  like  to  detail  some  of  these  challenges  and  my  reasons  for 
reporting  to  you  today  that  the  entire  cotton  industry  has  been  helped  by  current  farm  policy 
and  is  fully  in  support  of  it. 

GATT  AGREEMENT 

Mr.  Chairman,  the  GATT  agreement  will  make  the  U.S.  cotton  industry  far  more  vulnerable 
to  foreign  competition  ~  both  from  raw  cotton  imports  and  from  the  cotton  content  of  textile 
product  imports.   Of  the  two,  the  most  ominous  threat  comes  from  increased  cotton  textile 
imports'  which  have  advanced  to  47%  of  the  U.S.  textile  market  even  with  the  MFA  in 
place.   Market  penetration  will  surely  escalate  as  the  MFA  is  phased  out. 

Further,  while  we  contemplate  how  much  we  might  cut  our  agricultural  programs  to  help  pay 
for  GATT,  we  must  keep  in  mind  that  GATT  will  not  require  significant  reductions  in  ag 
spending  by  our  foreign  competitors.    In  the  case  of  cotton's  foreign  competitors,  we  are 
certain  that  there  will  be  no  GATT-imposed  reductions  in  subsidies.    Mr.  Chairman,  we 
think  it  would  be  devastating  to  American  agriculture  for  our  government  to  make 
substantial,  unilateral  reductions  in  agricultural  spending  just  when  global  competition 
reaches  a  new  apex  under  GATT. 

GATT  will  intensify  competition  for  U.S.  cotton.   The  GATT  agreement  itself  will  not 
require  any  modifications  in  the  domestic  components  of  the  U.S.  cotton  program,  but  a 
larger  volume  of  imports  will  be  allowed  as  our  current  Section  22  quotas  on  cotton  will  be 


'   During  the  life  of  the  GATT  agreement,  the  tariff  rate  for  above-quota  cotton  will  not 
drop  below  14.75  cents/pound. 
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replaced  with  a  tariff  rate  quota.   However,  the  agreement  will  require  significant  reductions 
over  the  next  six  years  in  the  level  of  export  subsidies  available  to  cottonseed  oil  under  the 
Cottonseed  Oil  Assistance  Program  (COAP). 

Mr.  Chairman,  we  understand  U.S. DA  may  propose  in  GATT  implementing  legislation  the 
elimination  of  two  special  raw  cotton  import  quotas  which  are  a  part  of  the  cotton  title  of 
1990  farm  law.   Instead,  the  GATT  implementing  legislation  would  authorize  the  President, 
at  his  discretion,  to  increase  the  below-tariff  import  quotas  in  short  supply  situations.    We 
strongly  object  to  the  elimination  of  the  two  special  quotas  which  trigger  on  price  behavior. 
These  special  quotas  were  carefully  crafted  to  open  automatically  when  (1)  the  U.S.  spot 
price  rises  above  a  specified  threshold  or  (2)  the  U.S.  price  becomes  non-competitive 
according  to  terms  and  conditions  spelled  out  in  law.   These  quotas  have  the  approval  of  all 
segments  of  the  cotton  industry  and  should  not  be  eliminated.        We  have  other  concerns 
with  GATT  implementing  legislation  that  are  reflected  in  previous  testimony  I  gave  to  the 
full  House  Agriculture  Committee. 

GATT  also  requires  textile  quotas  in  place  under  the  Multi-Fiber  Arrangement  (MFA)  to  be 
phased  out  over  a  ten-year  period  and  duties  on  cotton  textile  imports  to  be  reduced  by  an 
average  of  12  percent.     The  end  result  will  be  substantially  increased  access  to  the  U.S. 
textile  market,  yet  U.S.  mills  have  not  been  accorded  equal  access  to  a  number  of  foreign 
markets. 

With  the  potential  of  larger  textile  and  raw  cotton  imports,  now  is  not  the  time  to  make 
substantial,  unilateral  cuts  in  price  support  programs  nor  in  programs  currently  in  place  to 
help  boost  foreign  demand  for  U.S.  agricultural  products.   Therefore,  as  debate  ensues  on 
the  1995  farm  bill,  we  urge  you  to  oppose  damaging  increases  in  non-payment  acres  as  well 
as  efforts  to  require  the  idling  of  more  land  as  a  condition  of  program  participation.     We 
urge  you  to  resist  efforts  to  further  restrict  eligibility  for  program  benefits.    And  we  request 
that  every  effort  be  made  to  retain  well-funded  market  development  and  export  credit 
programs  which  will  be  more  important  than  ever  under  GATT's  new,  liberalized  rules  for 
international  trade. 

Mr.  Chairman  we  appreciate  your  efforts  to  ensure  that  EEP,  DEIP,  COAP  and  SOAP  ^  can 
continue  to  function  effectively  under  the  new  GATT.   We  also  strongly  support  efforts  to 
ensure  that  agriculture's  bdseline  is  protected  to  the  extent  possible  and  that  funds  are  fully 
utilized  in  so-called  green-box  activities  to  develop  and  defend  export  markets. 


^  Export  Enhancement  Program  (EEP)  Dairy  Export  Incentive  Program  (DEIP), 
Cottonseed  Oil  Assistance  Program  (COAP),  and  Sunflower  Oil  Assistance  Program  (SOAP). 
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GENERAL  FARM  PROGRAM  PROVISIONS 

Mr.  Chairman,  we  need  the  continuation  of  strong,  market  oriented  farm  programs.    This 
means  resisting  the  temptation  to  rely  on  U.S.  supply  management  schemes  for  budget 
reductions.   Such  schemes  are,  at  best,  ineffective.   Worse  yet,  they  sacrifice  the  U.S. 
agricultural  production  base  along  with  our  processing  and  handling  infrastructure  to  the 
foreign  world. 

While  we  strongly  support  continuation  of  the  cotton  title  of  the  farm  legislation,  there  are 
important  elements  of  the  common  provisions  which  will  impact  the  operation  of  our 
program.    First  and  foremost,  Mr.  Chairman,  our  number  one  priority  is  opposition  to  any 
further  limits  on  benefits  which  might  be  imposed  by  means-testing  or  any  other  measures  to 
restrict  benefits  based  on  size,  management  organization  or  income. 

Mr.  Chairman,  I  know  my  colleagues  from  the  other  organizations  may  favor  additional 
cropping  flexibility.   Cotton,  as  the  only  commodity  with  a  net  gain  in  acreage  under  flex 
acres  may  have  a  unique  concern  about  increasing  flexibility.   However,  I'm  sure  we  can  all 
agree  that  an  increase  in  unpaid  flex  acres  would  not  be  a  popular  choice  among  farmers. 

To  quickly  review  our  other  interests:    we  oppose  cross  and  off-setting  compliance;  we 
support  some  equitable  adjustment  in  payment  yield  calculations;  we  support  continuation  of 
the  50-85  program  option;  we  support  non-market  disruption  alternative  uses  of  idled  acres 
under  the  annual  acreage  reduction  program;  and,  we  continue  to  have  interest  in  a  program 
like  the  targeted  option  program  (TOP)  that  would  allow  individual  farms  to  make  cropping 
decisions. 

We  applaud  the  interest  in  risk  management  and  export  promotion  programs.    And,  we 
remain  skeptical  of  wholesale  modifications  like  decoupling,  100%  base  flexibility  and  green 
payments. 

Mr.  Chairman,  one  of  the  most  significant  decisions  that  needs  to  be  made  is  the  future 
status  of  the  CRP.   We  have  expressed  support  for  the  Secretary  to  utilize  his  discretionary 
authority  to  revise  and  extend  contracts.    We  support  an  extension  that  allows  the  largest 
possible  number  of  contracts  to  be  extended  at  the  producer's  option.   This  program  has 
generated  important  environmental  and  economic  benefits.   We  also  need  to  make  every 
effort  to  extend  the  budget  baseline  to  preserve  our  options. 

The  ultimate  decision  on  CRP  will  clearly  have  important  implications  for  the  common 
provisions  and  the  commodity  titles.    For  example,  if  the  contracts  are  not  extended,  cotton 
will  need  to  have  access  to  a  0-85  program  option  and  we  will  want  to  ensure  that  our  ARP 
will  not  be  automatically  increased  to  off-set  increased  production. 

Obviously,  I  am  not  the  first,  but  allow  me  to  warn  you  that  others  have  designs  on  the  CRP 
funds  and  plans  for  a  revised  program. 
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THE  U.S.  COTTON  SITUATION  AND  PROGRAM  COSTS 

Mr.  Chairman,  I  am  pleased  to  report  that  the  U.S.  cotton  economy  is  much  improved  over 
what  it  was  prior  to  implementation  of  the  marketing  loan  in  1985  farm  legislation.    In  its 
May  1994  report,  USDA  estimated  that  the  offtake  of  U.S.  cotton  this  season  will  reach  17.3 
million  bales... the  highest  level  since  1926.    And  the  initial  projection  for  the  1994-95  season 
is  still  higher,  at  17  'A  million  bales.   This  projection  includes  a  domestic  consumption 
forecast  of  10  'A  million  bales,  matching  the  post  World  War  II  high  reached  in  1950. 

Impressive  as  these  offtake  numbers  are,  they  are  even  more  striking  when  considered  in 
light  of  our  industry's  economic  situation  prior  to  implementation  of  the  marketing  loan.   For 
six  years  immediately  prior  to  the  marketing  loan  legislation,  our  total  offtake  had  averaged 
just  11.2  million  bales.   Twice  in  those  six  years  our  carryover  stocks  were  73%  and  111% 
of  offtake  and  production  had  to  be  tightly  reduced  to  work  off  stocks. 

Compare  that  experience  with  our  record  over  the  most  recent  five  years,  when  our  offtake 
has  averaged  16.3  million  bales.    \ Reference.  Exhibit  3.  appended]      If  USDA's  projections 
for  this  season  and  the  next  are  realized  we  will  have  established  a  new  benchmark  for  U.S. 
cotton  demand,  an  offtake  expansion  of  more  than  6  million  bales  under  the  marketing  loan. 

Not  only  has  U.S.  offtake  of  cotton  grown  by  more  than  50%  under  the  marketing  loan,  but 
there  also  has  been  broad-based  improvement  in  profitability  across  the  Belt  in  every  segment 
of  our  industry.   That,  in  a  nutshell,  is  why  leaders  from  the  seven  segments  of  the  cotton 
industry  encourage  this  subcommittee  to  do  everything  possible  to  retain  its  principles  in 
1995  farm  law. 

With  budget  considerations  more  than  anything  else  driving  1995  farm  bill  deliberations,   we 
are  pleased   that  cotton's  program  costs  have  fallen  dramatically.   This  decrease  in  costs 
follows  a  sharp  run-up  stemming  from  the  unprecedented  global  disorder  created  in  fiscal 
years  1992,  1993  and  1994  by  the  breakup  of  the  Soviet  Union.   Mr.  Chairman,  we 
submitted  data  to  Congress  last  year  ~  which  was  generally  corroborated  by  findings  of 
USDA  and  the  International  Cotton  Advisory  Committee  ~  showing  that  the  economic 
upheaval  caused  by  the  dissolution  of  the  Soviet  Union  added  more  than  a  billion  dollars  to 
U.S.  cotton's  program  cost  in  the  1993  fiscal  year,  and  nearly  as  much  the  year  before  and 
the  year  after. 

Five  million  bales  of  Central  Asian  cotton,  formerly  consumed  in  Russia,  Ukraine  and  other 
Eastern  Bloc  countries,  were  dumped  on  the  world  market  in  each  of  the  last  three  years  at 
highly  depressed  prices.    Except  for  the  marketing  loan,  U.S.  cotton  would  have  been  priced 
out  of  the  world  market  and  the  result  would  have  been  the  kind  of  stock  accumulations  we 
experienced  in  the"pre-marketing  loan"  years  of  1983  and  1985. 

It  is  a  tribute  to  the  marketing  loan  that  these  devastating  consequences  were  averted  when 
the  republics  of  the  former  Soviet  Union  dumped  their  cotton  on  the  world  market  and  drove 
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prices  down  an  estimated  17  cents  a  pound  in  1992.   While  the  short  term  U.S.  budget 
impact  was  significant,   the  large  expenditi'res  were  short  term  and  should  be  seen  as  a 
prudent  investment  in  the  long-term  economic  health  of  a  vital  segment  of  American 
agriculture. 

Cotton  program  costs  have  now  returned  to  very  reasonable  levels.    USDA  estimates  fiscal 
year  1995  cost  to  total  just  over  $500  million  dollars.    At  this  point,  there  is  no  reason  to 
expect  costs  in  the  final  year  of  1990  farm  legislation  to  be  any  higher  than  that.   This  would 
put  the  average  cost  of  the  marketing-loan-based  cotton  program  (throughout  the  terms  of 
1985  and  1990  farm  legislation)  below  the  average  cost  under  the  act  of  1981.   Moreover, 
CBO's  latest  baseline  estimates  for  the  first  three  years  of  1995  farm  legislation  (i.e.,   for  the 
1997  through  1999  fiscal  years)  show  cotton  program  costs  averaging  $1  billion,  compared 
with  an  average  of  $1.3  billion  under  the  pre  marketing  loan  act  of  1981.    \ Reference. 
Exhibit  4.  appended]  ' 

On  balance,  Mr.  Chairman,  our  program  costs  have  fallen  while  our  industry  has  expanded 
dramatically.  That  seems  highly  relevant  given  cotton's  status  as  the  number  one  generator 
of  revenue  and  jobs  among  U.S.  agricultural  commodities. 

Mr.  Chairman,  if  I  may  reiterate  an  earlier  point,  the  conclusion  of  the  GATT  negotiations 
will  signal  the  beginning  of  even  more  intense  competition  as  countries  struggle  to  maintain 
or  gain  market  share  under  the  new  trading  rules.    Unless  we  are  able  to  maintain  an 
effective  cotton  program,  not  only  will  our  raw  cotton  exports  dwindle  under  the  new  GATT, 
but  our  domestic  market  will  be  vulnerable  to  a  significant  quantity  of  imports  for  the  first 
time  since  Section  22  became  a  part  of  U.S.  farm  law  in  the  1930s. 

CONCLUSION 

In  closing,  Mr.  Chairman,  I  would  observe  that  agricultural  trade  is  one  of  the  very  few 
areas  where  we  maintain  a  positive  trade  balance  with  the  rest  of  the  world.     We  are 
competing  in  a  global  market  environment  that  is  replete  with  subsidies... an  environment  that 
will  be  little  changed  after  implementation  of  GATT.   We  have  managed  a  trade  surplus 
because  we  have  had  farm  programs  that  helped  to  level  the  world  playing  field.   We  will 
maintain  our  trade  surplus,  along  with  the  jobs  it  creates,  only  if  we  keep  sensible  farm 
programs  that  are  keyed  to  the  nature  of  our  competition.   We  will  lose  the  trade  surplus  if 
budget  myopia  is  allowed  to  dismantle  U.S.  agriculture's  only  hope  for  evenhanded 
competition  in  the  international  arena. 


'  We  would  expect  CBO's  next  baseline  projections  to  reflect  still  lower  costs  for  the 
cotton  program. 
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We  have  work  to  do  as  we  craft  the  1995  farm  bill.    I  am  sure  that  with  your  leadership  and 
the  work  of  the  members  of  this  subcommittee,  we  can  repeat  our  past  successes  and  meet 
the  challenges  ahead. 


(Attachments  follow:) 
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Appendix 
Exhibit  3 


■ 

PRE  MARKETING  LOAN 

POST  MARKETING  LOAN 

Avg.  Offtake          =         11.25  M/Bales 

Avg.  Offtake             =      16.70  M/Bales 

Mill  Use               =          5.75  M/Bales 

Mill  Use                =      10.00  M/Bales 

Exports                =           5.50  M/Bales 

Exports                 =        6.70  M/Bales 

1985  Offtake          =           8.40  M/Bales 

1994  Offtake            =      17.50  M/Bales 

Widespread  Bankruptcies 

Improved  Profitability                    | 

Exhibit  4 


Cotton  Program  Costs 

Actual  and  Average  Over  the  Life  of  Each  Farm  Law 
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statement  of  Carl  Schwensen 

National  Association  of  Wheat  Growers 

before  the 

Subcommittee  on  General  Farm  Commodities 

of  the 

House  Committee  on  Agriculture 

on  the 

Agricultural  Outlook 

June  29,  1994 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

Thank  you  for  the  opportunity  to  appear  today  to  review  the 
U.S.  wheat  situation,  and  the  possible  affects  budget,  trade  and 
1995  Farm  Bill  considerations  could  have  on  U.S.  wheat  growers.  I 
am  Carl  Schwensen,  executive  vice  president  of  the  National 
Association  of  Wheat  Growers  which  is  headquartered  in  Washington, 
D.C. 

Mr.  Chairman,  the  U.S.  is  the  fourth  largest  wheat  producing 
country,  following  China,  the  European  Union,  and  the  Commonwealth 
of  Independent  States.  It  is  the  world's  largest  wheat  exporter. 
Accordingly,  U.S.  farmers  are  export-dependent,  and  at  least  one- 
half  of  each  year's  crop  must  be  shipped  overseas  to  avoid  stock 
buildups  and  price  depression  at  home. 

Grains  and  feeds  and  oilseeds  and  products  account  for  50 
percent  of  all  U.S.  agricultural  export  trade,  and  wheat  exports  at 
$5  billion  account  for  more  than  20  percent  of  these  earnings. 
Wheat  and  other  bulk  agricultural  commodities  are  the  second 
largest  contributors  to  the  U.S.  merchandise  trade  balance, 
following  only  foreign  sales  of  aircraft,  ships  and  trains. 
Clearly,  wheat  is  a  consistent  work-horse  performer  in  the  U.S. 
economy. 

The  Wheat  Situation 


In  1994-95,  the  U.S.  wheat  situation  is  expected  to  unfold 
much  like  that  of  last  year.  Production  is  projected  at  2.36 
million  bushels,  two  percent  less  than  1993-94  output.  The  1994 
winter  wheat  crop,  which  was  planted  in  the  fall  of  1993,  is 
expected  to  decline  6  percent  because  of  fewer  harvested  acres  and 
lower  yields.  1994  spring  wheat  output  is  expected  to  increase  11 
percent,  largely  due  to  an  18  percent  jump  in  durum  area  attributed 
to  higher  prices  last  season.  Durum  is  the  class  of  spring-planted 
wheat  that  is  used  especially  for  pasta-making. 

Total  wheat  utilization  (domestic  and  export)  is  projected  at 
2.38  billion  bushels,  about  3.5  percent  lower  than  last  year  due  to 
projected  reductions  in  exports  and  domestic  consumption  of  wheat 
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for  feed.  Imports  of  wheat  —  from  Canada  —  will  continue  to  be 
high  at  an  estimated  80  million  bushels,  but  less  than  the  record 
1993-94  level  of  95  million  bushels.  U.S.  wheat  stocks  at  the  end 
of  the  season  will  increase  10  percent  over  1993-94  to  a  projected 
615  million  bushels.  The  price  received  by  farmers  is  estimated  by 
USDA  to  average  $2.75-3.35  per  bushel,  compared  to  $3.20  per  bushel 
in  the  previous  season. 

Budget  Constraints  and  Trade  Agreements 

As  with  other  farm  program  commodities,  budget  constraints 
have  generated  substantial  losses  in  benefits  to  wheat  farmers. 
Most  of  the  income  loss  has  come  from  an  increase  in  non-payment  or 
"triple-base"  acres.  The  triple-base  is  now  at  15  percent,  and  I 
want  to  remind  the  subcommittee  that  wheat  farmers,  unlike  many 
other  agricultural  producers,  have  few  planting  options  other  than 
wheat.  This  absence  of  cropping  flexibility  means  that  wheat 
growers  do  not  have  the  opportunities  available  to  others  to  make 
use  of  planting  flexibility  to  offset  limited  farm  program 
"decoupling". 

Many  are  aware  that  the  U.S.  wheat  industry  has  been  committed 
to  the  establishment  of  fair  trading  terms  both  in  North  America 
and  world-wide.  Global  accomplishments  under  the  results  of  the 
Uruguay  Round  of  GATT  negotiations  have  been  fairly  modest,  while 
there  has  been  little  progress  towards  basic  reform  in  North 
America. 

Under  the  Uruguay  Round  results,  the  U.S.  will  be  required  to 
cap  its  Export  Enhancement  Program  (EEP)  volumes  and  values  at 
specific  base  levels  and  to  reduce  these  amounts  by  21  percent  in 
terms  of  volume  and  3  6  percent  in  terms  of  value  from  levels 
maintained  in  1992.  In  the  case  of  wheat,  when  fully  implemented, 
the  new  GATT  agreement  will  have  curtailed  European  wheat  subsidies 
by  an  amount  roughly  equivalent  to  a  poor  wheat  crop  in  Italy. 
Moreover,  the  GATT  accord  will  do  nothing  to  discipline  the  unfair 
practices  of  monopolistic  state  trading  agencies  or  other  countries 
who  employ  predatory  pricing  practices  to  enhance  world  market 
share . 

The  NAWG  believes  that  it  is  imperative  that  modifications  are 
made  in  EEP  authorities  in  GATT  implementing  legislation  to  conform 
the  program  to  the  mandates  and  terms  of  the  Uruguay  Round 
agreement.  Specifically,  (1)  EEP  must  be  redefined  to  focus  on 
foreign  market  development  and  export  expansion.  The  statutory 
definition  of  EEP  as  a  "response  to  unfair  trade  practices"  has 
restricted  use  of  the  program  to  countries  where  U.S.  exports  have 
been  displaced  by  the  European  Union's  subsidy  programs.  Now  that 
EEP  is  no  longer  needed  as  a  trade  policy  tool,  there  is  a  vital 
role  for  EEP  in  developing  foreign  markets  and  expanding  exports. 
The  purpose  will  allow  the  U.S.  to  compete  more  effectively  and  on 
near  equal  terms  with  all  exporting  countries,  especially  those 
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left  undisciplined  by  the  Uruguay  Round  commitments  on  export 
subsidies. 

(2)  EEP  operation  must  be  broadened  to  include  all  foreign 
markets  and  streamlined  to  increase  effectiveness.  Targeting  of 
EEP  solely  against  the  unfair  trade  practices  of  Europe  has 
prevented  competition  in  key  markets,  reducing  export  volume  and 
increasing  costs.  Moreover,  targeting  has  required  approval  by 
other  agencies,  a  time-consuming  and  often  public  process  that 
allows  other  exporting  countries  to  undercut  U.S.  prices  and 
complete  export  sales.  Opening  EEP  up  to  all  markets  would 
eliminate  the  need  for  inter-agency  approval,  allowing  more 
efficient  use  of  funds  available  for  the  program. 

(3)  EEP  funding  must  be  made  available  and  required  to  be 
used  to  the  full  extent  permitted  by  GATT.  The  amount  of  outlays 
permitted  to  be  used  for  export  subsidy  programs  during  each  year 
of  the  implementation  period  is  specifically  identified  by 
commodity-sector  in  the  GATT  agreement.  In  order  to  maximize  U.S. 
competitiveness,  funding  provided  for  these  programs  in  each  fiscal 
year  must  equal  or  exceed  the  total  amount  permitted  to  be  used. 
In  addition,  all  funds  made  available  must  be  required  to  be 
obligated. 

(4)  Outlay  reductions  in  EEP  required  during  the  GATT 
implementation  period  must  be  redirected  to  fund  "green  box" 
agricultural  export  programs.  The  need  for  government  assistance 
in  maintaining  the  competitiveness  of  U.S.  agricultural  exports 
will  not  decline  as  EEP  outlays  are  reduced.  Many  of  the  trade 
practices  of  other  exporting  countries  are  not  subject  to  GATT 
discipline.  The  role  of  export  promotion  activities,  in  particular 
the  foreign  market  development  program,  and  food  assistance 
programs  in  supporting  private  sector  efforts  to  access  foreign 
markets  will  only  become  more  important  as  U.S.  export  subsidies 
are  phased  down.  The  NAWG  strongly  supports  a  requirement  in  the 
GATT  implementing  legislation  that  funds  equivalent  to  required 
reductions  in  EEP  and  other  subsidy  programs  be  shifted  to  export 
development  activities  not  subject  to  reduction  under  GATT. 

Earlier  this  year  President  Clinton  directed  the  U.S. 
International  Trade  Commission  (ITC)  to  conduct  a  Section  22 
investigation  of  Canadian  wheat  imports  which  the  Agriculture 
Department  and  the  NAWG  believe  to  materially  interfering  with  the 
operation  of  the  U.S.  wheat  program  by  increasing  program  costs 
through  higher  deficiency  payments  and  loan  activities.  For 
1991/92  through  1994/95,  these  added  costs  will  total  $682  million. 
Moreover,  for  1994/95,  imports  are  expected  to  increase  the  cost  of 
the  USDA  wheat  program  by  an  estimated  $228  million,  15  percent  of 
the  projected  cost  of  the  entire  wheat  program  and  equivalent  to 
over  85  percent  of  the  annual  budget  savings  from  farm  commodity 
programs  agreed  to  in  the  Omnibus  Budget  Reconciliation  Act  of  1990 
(OBRA) .  These  additional  outlays  and  any  additional  costs  incurred 
will  be  paid  by  the  U.S.  taxpayer. 
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Congressional  Underfunding  of  EEP 

A  major  problem  now  confronts  wheat  growers  and  producers  of 
other  commodities  which  have  eligible  for  Export  Enhancement 
Program  to  combat  predatory  pricing  and  the  fiercely  competitive 
terms  of  many  of  our  competitors. 

Agricultural  appropriations  bills  now  pending  in  Congress 
substantially  fail  to  provide  the  funding  necessary  to  continue  the 
operations  of  the  EEP  program  between  now  and  the  implementation  of 
the  Uruguay  Round  agreement.  The  House  has  passed  legislation  (HR 
4554)  setting  a  cap  on  FY'95  EEP  funding  at  $850  million. 
Similarly,  the  Senate  Appropriations  Committee  has  reported  a  bill 
which  would  establish  the  same  cap. 

The  proposed  FY'95  funding  level  for  EEP  is  $850  million. 
According  to  our  analysis,  FY '94  outlays  for  EEP  on  June  24,  1994 
amounted  to  $840  million,  and  there  is  still  one  full  quarter  of 
EEP  activity  to  be  completed.  We  estimate  that  FY' 94  EEP  outlays 
will  be  in  the  neighborhood  of  $1.1  billion,  or  $250  less  than 
provided  for  in  House  and  Senate  appropriations  bills. 

Appropriators  have  apparently  assumed  that  the  GATT  results 
would  be  implemented  on  January  1,  1995.  Our  view,  however,  is 
that  implementation  will  more  than  likely  come  6  months  later. 
Consequently,  the  U.S.  is  in  the  process  of  underfunding  the  EEP 
during  the  interim  period  which  occurs  before  our  GATT  reduction 
obligations  come  into  force.  Stated  differently,  the  EEP  funding 
cap  being  set  by  the  Congress  will  not  allow  the  program  to  operate 
at  anything  comparable  to  this  year's  level,  and  it  would  appear 
that  FY'95  funding  will  be  completely  exhausted  before  any  new  GATT 
is  operative.  Obviously,  this  situation  will  negatively  affect 
U.S.  wheat  producers  beyond  the  USDA's  current  estimates. 

In  closing,  Mr.  Chairman,  I  want  to  again  thank  you  for 
inviting  the  NAWG  to  present  testimony  to  your  Subcommittee  on  the 
agricultural  outlook.  As  I  have  stated,  we  expect  the  U.S.  wheat 
situation  to  continue  to  be  difficult,  and  we  urge  the  Subcommittee 
to  maintain  its  oversight  of  changing  wheat  trade  conditions  and 
the  impact  of  budget  restraints  on  domestic  and  export  assistance 
programs. 

I  will  be  pleased  to  respond  to  questions  from  the 
Subcommittee  at  the  appropriate  time.   Thank  you. 


(Attachment  follows:) 
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Testimony  of 

The  U.S.  Rice  Producers'  Group 

Before  the 

General  Farm  Commodities  Subcommittee 

House  Committee  on  Agriculture 

June  29,  1994 


My  name  is  Robert  M.  Bor.  I  am  Washington  Counsel  for  the  U.S. 
Rice  Producers'  Group  ("USRPG")  and  am  pleased  to  appear  before  you  today  to 
testify  on  the  general  economic  outlook  for  the  rice  industry  in  the  light  of  budget 
constraints,  the  pending  trade  agreement,  and  the  upcoming  1995  Farm  Bill. 

The  U.S.  Rice  Producers'  Group  is  a  national  organization  that 
represents  rice  producers  in  the  five  principal  rice  producing  States  of  Arkansas, 
California,  Louisiana,  Mississippi,  and  Texas. 

Let  me  begin  my  testimony  by  stating  that,  in  general,  the  USRPG 
supports  continuation  of  the  current  program.  It  has  done  well  for  the  entire  rice 
industry  and  for  the  national  economy,  and  with  the  Uruguay  Round  Agreements 
in  place  program  costs  should  decrease  over  the  next  five  years  to  meet  with  any 
budget  constraints. 

The  program  is  sustaining  rice  producers  in  this  country.  Rice 
production  is  a  high  cost  crop  because  it  is  an  irrigated  crop  and  often  depends  on 
costly  supplies  of  water,  and  on  electricity  and  gas  to  operate  pumps  to  move  the 
water  where  needed.  As  a  result,  producer  margins  are  very  limited.  Producers 
understand  the  need  for  them  to  reduce  costs  and  are  investing  large  sums  of  their 
own  money  to  this  end  so  that  they  can  become  even  more  efficient  than  they  are 
today,  but  they  need  the  program  as  a  transition. 

It  is  now  nine  years  after  enactment  of  the  marketing  loan  program 
that  set  new  directions  for  the  rice  industry.  As  you  might  recall  in  1985  the 
program  was  in  trouble,  with  loan  rates  above  market  prices,  and  most  rice  under 
loan  being  forfeited  to  Commodity  Credit  Corporation.  The  net  result  was  that  the 
Government  had  become  the  principal  marketer  of  rice. 

All  that  was  changed  with  enactment  of  the  marketing  loan  program 
which  gave  producers  the  ability  to  redeem  their  loan  at  the  world  market  price- 
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thereby  stimulating  commercial  marketing  and  reducing  the  Government's  role  in 
the  market.  A  target  price  was  set  at  $11.90  per  cwt.  with  provision  for 
deficiency  payments  at  a  rate  equal  to  the  difference  between  the  target  price  and 
the  higher  of  the  loan  rate  or  the  average  market  price.  This  rate  was  applied  to 
the  historical  yield  on  the  acreage  planted  within  the  permitted  acreage  under  the 
acreage  reduction  program. 

These  benefits  have  been  eroded  in  time.  The  target  price  has  since 
been  reduced  from  $11.90  to  $10.71,  the  acres  on  which  payments  are  made  has 
likewise  been  reduced.  Today  15%  of  the  permitted  acres  is  no  longer  eligible  for 
deficiency  payments.  In  addition,  yields  have  been  increased,  but  deficiency 
payments  are  still  based  upon  historical  and  not  current  yields. 

At  the  same  time,  production  costs  have  been  increasing.  In  particular 
costs  have  been  high  in  Texas  leading  to  a  reduction  in  rice  production  in  that 
State.  A  report  just  released  by  Economic  Research  Service  on  production  costs 
for  1992  shows  a  general  increase  in  farm  expenses.  For  example,  average  U.S. 
rice  total  cash  expenses  have  increased  from  $361.60  per  acre  in  1988  to  $386.21 
per  acre  in  1992;  while  total  economic  costs  have  increased  from  $541.58  per  acre 
in  1988  to  $584.64  per  acre  in  1992.  Taking  all  economic  costs  into 
consideration,  ERS  estimates  that  the  residual  returns  to  management  and  risk  in 
1992  after  taking  total  economic  costs  into  account  was  only  $7.29  per  acre  in 
1992.  Small  wonder  that  in  the  current  year  94%  of  the  total  rice  base  in  the 
United  States  is  enrolled  in  the  program~a  higher  percent  than  for  any  other  crop. 

Rice  production  has  benefitted  the  national  economy  in  many  different 
ways.  As  a  result  of  the  program,  domestic  use  has  been  increasing  and  rice  has 
found  itself  on  the  table  in  many  different  forms-  as  table  rice,  as  breakfast  cereal, 
as  a  mixture  in  many  different  foods,  and  in  the  form  of  beer.  It  also  has  been 
exported  in  many  different  foreign  markets  and  in  the  current  marketing  year, 
exports  are  expected  to  total  81  million  cwt.  The  U.S.  is  one  of  the  major 
exporting  countries  exporting  approximately  2.6  million  metric  tons  out  of  total 
world  exports  of  15.4  million  metric  tons.  Thailand  is  the  world's  largest  exporter 
of  rice  and  recently  Viet  Nam  has  become  another  major  rice  exporting  nation. 
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The  domestic  and  foreign  utilization  of  U.S.  produced  rice  has  meant 
jobs  in  the  United  States.  It  has  sustained  the  many  industries  that  rely  entirely  on 
rice  production—the  rice  drying  industry,  the  rice  warehousing  industry,  and 
importantly  the  rice  milling  industry.  Beyond  that  it  has  meant  an  expansion  of 
business  for  the  many  industries  that  provide  inputs  for  rice  production,  as  well  as 
the  transportation  industry,  the  domestic  manufacturers  of  rice  products,  the 
banking  industry,  and  many  others.  In  short  it  has  added  importantly  to  the  gross 
national  product  and  is  one  of  the  few  products  that  produces  a  positive  balance 
of  trade  for  the  United  States. 

A  recent  positive  development  has  been  in  the  results  of  the  Uruguay 
Round  which  should  open  new  markets  for  exports  of  U.S.  rice.  It  has  been 
projected  by  USDA  that  U.S.  market  prices  should  increase  11-15  percent  above 
baseline  projections  by  2005,  with  a  much  greater  increase  in  medium  grain  prices 
than  in  long  grain  prices,  but  both  should  rise  significantly.  As  producer  revenues 
will  increase,  it  should  cause  a  substantial  decline  in  deficiency  payments. 

It  is  for  that  reason  that  we  see  little  sense  to  penalize  agriculture  for 
the  Uruguay  Round.  The  proposed  $3.1  billion  cut  in  program  benefits  for  the 
commodity  programs  to  help  offset  reductions  in  tariff  revenues  makes  little  sense. 
The  impact  will  be  to  force  rice  producers  out  of  business  and  lose  to  the  rice 
industry  the  benefits  of  the  Agreement  that  have  been  advertised  by  the 
Administration. 

There  are  other  pressures  on  the  rice  industry  as  we  look  ahead.  For 
example,  we  understand  that  GAO  has  just  released  a  report  commissioned  by 
Congressman  Armey  that  is  highly  critical  of  the  rice  program.  We  understand 
that  the  subcommittee  intends  hold  a  hearing  on  the  report  in  the  near  future  at 
which  time  we  will  have  an  opportunity  to  comment  on  it  in  detail. 

What  will  happen  if  the  rice  program  is  eliminated  in  its  entirety.  A 
recent  report  of  FAPRI  estimates  that  rice  acreage  would  be  reduced  by  25%~ 
Southern  plains  plantings  should  fall  by  more  than  50  percent  from  the  baseline. 
Rice  exports  should  fall  by  30  to  40  percent  with  other  countries  expected  to  gain 
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market  share  as  the  U.S.  reduces  its  presence  in  world  market.  The  impact  would 
be  particularly  severe  in  the  State  of  Texas,  where  FAPRI  estimated  that  without 
a  farm  program  for  rice,  the  farms  with  no  initial  debt  will  likely  be  insolvent  by 
the  end  of  1997.  Given  the  specialization  of  many  rice  mills,  the  impacts  in  the 
milling  industry  would  be  substantial.  Similar  impacts  would  be  felt  by  the  other 
industries  which  depend  on  rice  production  for  a  livelihood.  We  are  of  the  view 
that  this  report  understates  the  economic  impact  in  the  United  States  if  the  program 
should  be  lost. 

What  we  are  saying  is  that  we  need  your  help  to  stay  in  business.  The 
survival  of  the  rice  industry  benefits  America-and  with  the  Uruguay  Round  in 
place,  program  costs  should  be  reduced  if  the  program  remains  intact  without 
change  as  we  recommend. 

The  USRPG  is  opposed  to  the  proposal  advocated  by  the  Iowa  Farm 
Bureau  and  others  to  supplant  the  current  program  with  an  insurance  program 
based  on  a  percentage  of  the  average  market  price  during  a  past  period.  U.S. 
domestic  market  prices  are  determined  by  prices  in  the  world  market  since  the 
United  States  is  not  the  dominant  exporter  of  rice.  Because  of  this  factor  and 
because  of  the  high  cost  of  production,  the  rice  industry  could  not  survive  on  such 
a  system  which  provides  protection  at  a  price  well  below  the  cost  of  production. 

You  should  be  aware  that  the  rice  industry  is  not  resting  on  its  laurels. 
It  is  working  hard  on  research  efforts  to  reduce  the  cost  of  inputs,  including  the 
reduction  of  pesticides  with  new  biological  control  methods,  genetic  gene  transfers 
in  varietal  development  and  other  agronomic  practices.  The  five  major  rice 
growing  States  are  currently  dedicating  in  excess  of  ten  million  dollars  aimually 
to  rice  research.  Over  one-half  of  this  amount  is  coming  directly  from  grower 
check  off  programs. 

Agricultural  producers  of  food  and  fiber  have  traditionally  been  strong 
conservationists  of  soil,  water,  and  wildlife.  In  particular,  rice  is  a  crop  that  is 
particularly  friendly  and  compatible  with  the  environment.  Rice  is  generally 
grown  in  low  lying  areas  adjacent  to  some  our  most  productive  estuaries  where  the 
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rice  industry  has  coexisted  safely  with  the  seafood  industry  for  years.  In  addition, 
annually,  the  U.S.  rice  industry  provides  over  two  million  acres  of  habitat  for 
migratory  waterfowl  and  other  wildlife.  To  add  to  these  efforts,  the  U.S.  rice 
industry  just  organized  a  national  waterfowl  habitat  program  to  be  carried  out  with 
the  assistance  of  the  National  Fish  and  Wildlife  Foundation  and  the  Fish  and 
Wildlife  Service. 

Thank  you,  again,  Mr.  Chairman,  for  the  opportunity  to  testify  today. 
I  would  be  pleased  to  respond  to  any  questions. 
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Statement  by  Mr.  Bill  Kubecka 

Vice  President  for  Legislation 

National  Grain  Sorghum  Producers  Association 

before  the 

Subcommittee  on  General  Farm  Commodities 

House  Committee  on  Agriculture 

June  29, 1994 

Mr.  Chairman,  members  of  the  subcommittee,  it  is  a  pleasure  and  an  privilege  to  appear  before 
you  today  to  discuss  the  outlook  for  grain  sorghum  producers  and  the  dynamic  factors  that  will 
affect  their  well-being  in  the  years  to  come. 

My  name  is  Bill  Kubecka.  I  am  a  part-time  veterinarian  and  full-time  farmer.  I  grow  200 
acres  of  rice,  1200  acres  of  sorghum  and  750  acres  cotton  on  my  farm  near  Palacios,  Texas.  I  speak 
from  experience  when  I  say  that  sorghum  producers  appreciate  all  that  you,  Mr.  Chairman,  and  the 
members  of  this  subcommittee  are  doing  to  promote  the  interests  of  U.S.  agriculture.  During  the 
next  five  years,  U.S.  producers  will  face  more  changes  than  they  have  at  perhaps  any  time  in 
production  agriculture.  Leading  the  way  to  change  will  be  the  North  American  Free  Trade  Agree- 
ment and  the  eventual  conclusion  of  the  General  Agreement  on  Tariffs  and  Trade. 

While  the  American  farmer  is  first  and  foremost  the  caretaker  of  his  land— and  I  might  add  a 
dam  good  one  at  that — we  can  provide  him  with  even  more  options  to  environmental  improve- 
ments. After  all,  contrary  to  what  some  individuals  and  groups  may  think,  the  American  farmer  is 
genuinely  interested  in  taking  the  best  care  that  he  can  afford  of  his  farm. 

Opportunities  that  I  will  submit  to  the  subcommittee  requires  a  farm  bill  that: 

a)  enables  farmers  to  truly  plant  for  the  market, 

b)  implements  a  uniform  feed  grains  program,  and 

c)  enhances  environmental  practices. 

Mr.  Chairman,  the  National  Grain  Sorghum  Producers  has  developed  a  1995  farm  bill  proposal 
that  accompUshes  each  of  these  goals  and  saves  the  government  money.  With  inevitable  change 
before  us,  we  have  appropriately  constructed  a  proposal  for  1995  entitled  the  Farm  "TVansition" 
Bill. 

IVansition:  Market-Driven  Farm  Economy 

If  farmers  are  given  the  opportunity  to  produce  for  the  market,  deficiency  payments  will  be 
reduced.  Market  demand  will  dictate  which  crops  are  the  most  profitable  to  produce.  Crops  that 
are  under-planted  will  increase  in  price  because  of  smaller  supply.  The  probability  of  triggering 
loan  deficiency  payments  and  marketing  loans  will  be  reduced. 
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New  market  access  provided  by  the  NAFTA  and  GATT  will  challenge  exporters  to  seek  and 
hold  new  customers.  This  program  would  assure  a  steady  and  constant  supply  of  commodities  to 
meet  new  market  opportunities. 

Uniform  Feed  Grains  Program 

The  National  Grain  Sorghum  Producers  has  conducted  extensive  studies  and  the  results  have 
proven  that,  pound  for  pound,  sorghum  and  com  have  equal  feed  values  (see  pages  9  -12);  therefore, 
we  recommend  using  bushel  weights  to  calculate  the  target  price.  If  this  plan  is  adopted,  the  loan 
rate  and  target  price  for  sorghum  would  be  determined  using  the  same  formula  that  established  the 
barley  loan  and  target  price,  (see  page  7) 

EXAMPLE: 

Com  56  Ibs/bu  =  $2.75/bu 

Sorghum  56  Ibs/bu  =  $2.75^u  (target  price  for  sorghum  is  $2.61) 

Barley  48  Ibs/bu  =  48/56  x  2.75  =  $2.36.  (1990  farm  bill  target  price  for  barley  is  $2.36) 

USDA  indirectly  sets  the  base  for  cash  markets  by  establishing  the  wheat  and  feed  grain  loan 
and  target  price.  Buyers  adopt  the  same  "spread"  when  offering  cash  price  bids  to  producers.  These 
prices  are  then  reported  to  USDA,  and  ASCS  establishes  a  "Posted  County  Price"  using  this  "dis- 
torted spread"  as  part  of  the  equation.  Developing  a  uniform  loan  and  target  price  for  feed  grains 
would  eliminated  this  distortion,  (see  pages  13-14) 

An  analysis  by  Texas  A&M  University  concluded  that  this  program  will  reduce  government 
payments  by  $4 1  million  to  $72  million  annually,  depending  on  the  actual  cash  relationship  be- 
tween feed  grains,  (see  pages  4-6) 

Optional  ARP  Program 

The  Secretary  of  Agriculture  will  have  the  option  to  establish  an  acreage  reduction  or  a  di- 
verted acreage  program  if  needed.  This  program  will  provide  producers  the  option  to  interchange 
program  crops  and  non-program  crops  (including  alfalfa)  on  estabUshed  program  crop  acreage  bases. 
Cross-compliance  between  crops  would  be  eliminated.  A  producer  will  be  allowed  to  plant  any 
program  crop  or  agricultural  commodity,  except  fruits  and  vegetables,  on  any  base  while  maintain- 
ing a  base  history.  This  program  will  parallel  the  current  com-sorghum  option  where  producers 
receive  deficiency  payments  on  the  historical  crop  base. 

IVansition:  NAFTA  and  GATT 

Last  summer,  agricultural  groups  worked  hard  to  help  ensure  the  passage  of  NAFTA.  We  also 
have  been  supportive  of  opening  new  markets  through  a  GATT,  as  long  as  the  agreement  is  not 
made  at  our  expense.  Farmers  have  always  said  that  they  prefer  to  get  their  paycheck  from  the 
marketplace  and  not  from  the  mailbox.  If  we  gear  our  farm  program  to  allow  farmers  to  take 
advantage  of  new  market  opportunities  and  to  put  forth  their  best  possible  effort  in  implementing 
environmental  practices  while  providing  the  consumer  with  the  lowest  priced,  safest  food  supply  in 
the  world,  I  don't  think  the  taxpayer  or  our  adversaries  can  justifiably  object. 

Yet  to  be  seen  is  whether  NAFTA  and  GATT  will  open  the  new  markets  we  hope  for.  As  we 
witnessed  this  summer,  there  appears  to  be  wrinkles  to  iron  out.  The  importation  of  Canadian 
wheat  and  barley  has  been  a  hot  issue  and  there  will  undoubtedly  be  others.  Until  this  global  trading 
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system  begins  to  settle  down,  a  safety  net  for  our  U.S.  farmers  is  certainly  reasonable.  Additional 
new  domestic  market  development  opportunities  will  be  created.  The  potential  exists  for  value- 
added  for  our  feed  grains  through  an  expanded  livestock  production  and  red  meat  exportation,  (see 
pages  15- 17) 

The  year  2000  may  bring  about  a  completely  new  concept  in  farm  policy.  To  get  to  that  point, 
NGSP  recommends  a  proposal  that  will  provide  a  safety  net  for  farmers  and  will  ensure  a  safe, 
dependable  supply  of  food  and  fiber  for  American  consumers  during  this  transition  period. 

IVansition:  Improved  Environmental  Opportunities 

Allowing  farmers  to  rotate  and  interchange  crops  will  be  good  for  the  enviroimient  and  for 
conservation.  Conservation  plans  will  be  easier  to  follow — residue  requirements  will  be  more 
achievable — fewer  pesticides  and  less  fertilizer  will  be  used  as  the  flexibility  to  rotate  cropping 
patterns  is  provided,  (see  page  8) 

This  program  will  also  allow  farmers  to  produce  water-conserving  crops  such  as  sorghum, 
minor  oilseeds,  sunflowers,  etc.,  in  areas  where  the  aquifers  are  depleting. 


TVansition:  USDA  Reorganization 

This  proposal  meets  the  reorganization,  streamlining  and  paper  reduction  goals  of  USDA. 
County  ASCS  offices  will  be  more  efficient.  Less  time  will  be  needed  for  program  sign-up  and 
compliance  requirement  checks.  Fewer  forms  will  be  needed  for  producers  who  have  multiple 
bases  on  their  farm.  Producers  will  be  able  to  combine  multiple  base  acres  and  will  not  be  affected 
if  they  over-plant  of  under-plant  a  specific  commodity  base.  ASCS  will  make  only  one  tolerance 
check — on  the  total  base  acres  within  the  farm. 

Mr.  Chairman,  using  this  type  of  program  to  the  year  2000  is  a  win-win  situation  for  taxpay- 
ers, consumers,  exporters,  commodity  processors  and  farmers  alike. 

Thank  you.  I  will  be  glad  to  answer  any  questions  you  may  have. 
(Attachments   follow:) 
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EXPECTED  NATIONAL  ECONOMIC  IMPACT  OF  SETTING  A  UNIFORM 
FARM  PROGRAM  FOR  FEED  GRAINS 


W.  I.  Nayda,  B.  A.  McCarl  and  B.  R.,  Eddleman 

(Contact:  Dr.  Bobby  Eddleman,  Resident  Director, 

Texas  A&M  Research  and  Extension  Center, 

Corpus  Christi,  Texas.  Phone  5 1 2-265-920 1 ) 


Results  from  recent  animal  nutrition  studies  indicate  that  properly  processed  grain  sorghum  is 
equivalent  to  com  as  a  feed  for  livestock  in  terms  of  nutrition  and  feeding  efficiency.  With  sorghum 
as  efficient  as  com  as  a  feed,  there  is  a  basis  for  setting  the  sorghum  target  price  and  loan  rate  equal 
to  com.  We  evaluated  the  expected  national  economic  impact  of  raising  the  sorghum  target  price 
and  loan  rate  to  the  levels  of  com. 

A  multi -commodity  agricultural  sector  model  (ASM)  stmctured  as  a  price-endogenous,  math- 
ematical programming  model  was  used  for  the  analysis.  ASM  was  calibrated  for  1990  cropping 
pattems,  supply  and  demand  conditions,  production  and  commodity  prices  under  1991  farm  com- 
modity program  provisions.  The  1991  farm  program  provisions  included  a  loan  rate  of  $1.62/bu 
and  target  price  of  $2.75/bu  for  com  compared  to  a  loan  rate  of  $  1 .54/bu  and  target  price  of  $2.61/ 
bu  for  sorghum.  A  base  solution  was  developed  for  the  1991  program  provisions  and  used  for 
comparison  with  two  scenarios  wherein  the  sorghum  loan  rate  and  target  price  were  set  equal  to 
com  with  a  20  cent/bu  spread  between  com  and  sorghum  cash  prices  (worst  case)  and  with  the  cash 
spread  between  com  and  sorghum  allowed  to  come  together  (best  case).  In  the  analysis,  base  acres 
were  constrained  so  that  any  increased  acreage  of  a  crop  above  the  historical  regional  base  was 
without  govemment  program  benefits. 

ASM  is  a  more  disaggregated,  enhanced  version  of  the  USMP  model  used  by  the  USD  A.  The 
ASM  simulates  the  agricultural  sector  under  a  given  set  of  supply  and  demand  conditions  generat- 
ing estimates  of  agricultural  prices,  quantities  produced,  consumers'  and  producers'  surplus,  ex- 
ports and  imports.  The  objective  function  of  the  ASM  is  the  nonlinear  sum  of  the  area  under 
domestic  and  export  curves  after  subtracting  the  variable  cost  of  production  and  the  summed  area 
under  the  factor  and  import  supply  curves.  ASM  constraints  involve  market  supply-demand  bal- 
ances and  resource  limitations.  The  interrelationships  among  commodities  both  in  consumption 
and  production  and  across  different  geographic  regions  are  simultaneously  incorporated.  ASM 
disaggregated  the  U.S.  into  10  large  production  regions  which  are  further  delineated  into  63  sub- 
regions  for  endowment  of  land,  labor  and  water.  There  are  32  primary  agricultural  commodities 
and  29  secondary  products  that  can  be  processed  from  the  primary  commodities  in  the  model.  The 
farm  program  features  in  ASM  include  acreage  set-aside,  target  prices,  CCC  loans,  marketing  loans, 
generic  Payment-In-Kind,  50/92,  0/92,  acreage  diversion,  deficiency  payments  and  slippage. 
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The  expected  national  economic  impacts  of  setting  a  uniform  farm  program  for  feed  grains 
can  be  summarized  generally  by  the  following  results: 

■  Under  the  "best  case  scenario,"  where  the  cash  price  spread  between  com  and  sorghum 
could  narrow,  total  government  payments  for  farm  programs  would  be  expected  to  de- 
cline by  an  estimated  $72  million  annually. 

■  Under  the  "worst  case  scenario"  with  a  20  cent/bu  cash  price  spread  between  com  and 
sorghum,  annual  government  payments  for  farm  programs  would  decrease  by  an  esti- 
mated $42  million. 

■  Sorghum  would  replace  some  com  and  wheat  in  acreage  and  production. 

■  Sorghum  would  replace  much  of  the  wheat  used  in  livestock  feeds. 

■  Total  irrigation  water  use  would  be  expected  to  decrease  by  some  148  thousand  acre  feet 
annually,  or  0.07%,  as  irrigated  sorghum  replaced  irrigated  com  and  wheat. 

■  Setting  sorghum  loan  rate  and  target  price  equal  to  com  would  induce  only  minor  eco- 
nomic welfare  changes  in  terms  of  consumers'  and  producers'  surplus,  while  total  annual 
govemment  program  payments  would  be  reduced. 
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FOOD,  AGRICULTURE,  CONSERVATION  AND  TRADE  ACT  OF  1990 

TITLE  IV  •  FEED  GRAINS 

LOAN  RATES: 

Section  105B  — (a)  Loans  and  Purchases — (6)  Other  Feed  Grains  (page  47) 

The  Secretary  shall  make  available  to  producers  loans  and  purchases  for  each  of  the 
1991  through  1995  crops  of  grain  sorghums,  barley,  oats  and  rye,  respectively,  produced  on 
the  farm  at  such  level  as  the  Secretary  determines  is  fair  and  reasonable  in  relation  to  the 
level  that  loans  and  purchases  are  made  available  for  com,  taking  into  consideration  the 
feeding  value  of  the  commodity  in  relation  to  corn  and  other  factors  specified  in  sec- 
tion 401(b). 

DEFICIENCY  PAYMENTS: 

Section  105B — (c)Payments — (1)  Deficiency  Payments — (B)  Payment  Rate — (Hi)  Minimum 
Established  Prices — (page  48) 

(I)  CORN  -  The  established  price  for  com  shall  be  not  less  than  $2.75  per  bushel  for 
each  of  the  1991  through  the  1995  crops  of  com. 

(in)  GRAIN  SORGHUMS  -  The  established  price  for  each  of  the  1 99 1  through  1 995 
crops  of  grain  sorghum  shall  not  be  less  than  $2.6 1  per  bushel. 

(IV)  BARLEY 

(aa)  IN  GENERAL  -  The  established  price  for  barley  shall  be  such  price  as  the  Secre- 
tary determines  is  fair  and  reasonable  in  relation  to  the  established  price  for  com,  taking 
into  consideration  the  various  feed  and  food  uses  for  barley.  The  established  price  for 
barley  shall  not  be  less  than  85.8  percent  of  the  established  price  of  com. 

(bb)  BARLEY  CALCULATIONS  -  The  Secretary  shall  for  purposes  of  determining 
the  payment  rate  for  barley  under  clause  (i)(I)  and  subparagraphs  (D)(ii)  use  the  national 
weighted  average  market  price  received  by  producers  of  barley  sold  primarily  for  feed  pur- 
poses. 

EXAMPLE  1:         ''^  '  ■■-,'.':'.■ 

Com  56  lbs^u  =  $2.75/bu 

Sorghum    56  Ibs/bu  =  $2.75/bu  (target  price  for  sorghum  is  $2.61) 
Barley       48  Ibs/bu  =  48/56  x  2.75  =  $2.36.  (1990  farm  bill  target  price  for  barley  is  $2.36) 

EXAMPLE  2: 

Posted  County  Price  (PCP):  USDA/ASCS  offices  post  the  loan  rates  for  all  com- 
modities eligible  for  price  support.  Under  this  system,  the  base  spread  per  bushel  is  estab- 
lished between  com  and  sorghum,  creating  an  artificial  discount  to  sorghum.  Market  prices 
tends  to  reflect  the  posted  county  price  rather  than  the  actual  feeding  value  of  sorghum. 
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SUMMARY  OF  6  STUDIES:  RESEARCH  SHOWS  STEAM-FLAKED 
SORGHUM  BOOSTS  DAIRY  PROFITS 

Dr.  J.T.  Huber,  University  of  Arizona  (602)  621-7623. 

Results  from  recent  dairy  research  shows  that  dairymen  can  increase  their  profits  as  much  as  65 
cents  per  day  per  cow  by  switching  from  corn  to  steam-flalted  grain  sorghum.  Six  lactation  trials 
involving  215  cows  in  early  to  mid  lactation  were  recently  conducted  at  the  University  of  Arizona  Dairy 
Cattle  Center.  The  research,  funded  by  the  Texas  Grain  Sorghum  Producers  Board,  showed  the  following 
results: 

When  fed  at  30  to  45%  of  the  diet  dry  matter,  steam-flaked  sorghum  (SFS  -  28  Ib.bu)  out-performed 
steam-rolled  com  (SRC)  and  dry-rolled  sorghum  (DRS)  for  milk  and  milk  protein  yields,  as  well  as  effi- 
ciency of  feed  utilization.  A  very  flat  sorghum  flake  (21  lb^u)  fed  at  40%  decreased  intake  and  perfor- 
mance, but  increased  milk  production  when  fed  at  15%  of  the  diet 

Summarization  of  data  from  six  studies  showed  that  steam-flaking  of  sorghum  grain  (27  to  3 1  lb^u) 
increased  milk  production  an  average  of  10%,  milk  fat  yield  4%,  milk  protein  yield  16%  and  feed  effi- 
ciency 7%,  compared  to  dry-rolled  sorghum.  The  improved  performance  with  steam-flaked  grains  ap- 
peared related  to  ruminant  and  total  starch  digestion. 

Table  1 .  Effect  of  flaking  sorghum  on  dairy  cow  perfornfance. 


'^ 


Sorghum  i 

:omparisons 

Change 

Sorahum  vs  corn^ 

Item 

DRS 

SFS 

% 

SRC 

DRS 

SFS 

Number  of  cows 

69 

67 

15 

15 

1  5 

Ruminal  starch  dig.  %3 

54 

78 

44 

70 

60 

81 

Total  starch  dig,  % 

76 

95 

25 

87 

78 

95 

Dry  matter  intake  (lb/day) 

53.6 

53.8 

0 

54.9 

55.8 

55.6 

Milk,  [b/day 

68.8 

75.9 

10 

68.8 

66.6 

72.8 

3.5%  FCM,  ]b/day 

66.8 

71.0 

6 

67.0 

65.7 

70.1 

FCM/DMI 

1.30 

1.39 

7 

1.26 

1.20 

1.30 

Milk  fat,  % 

3.35 

3.19 

-5 

3.34 

3.42 

3.40 

Milk  fat,  Ib.day 

2.29 

2.39 

4 

2.29 

2.29 

2.40 

Milk  protein,  % 

2.90 

3.03 

4 

2.95 

2.86 

3.06 

Milk  protein,  lb/day 

1.98 

2.29 

16 

1.98 

1.92 

2.23 

'Summarv  of  six  56-  lo  SO^Jay  lactation  trials 

'Summary  ol  two  80-  and  70-(lay  lactation  trials 

'From  metabolic  trials  ot  Poore  at  a]-  (1990)  and  Olrvaira  (1991)- 

Table  2.  Increased  profits  from  feeding  steam-flaked  sorghum  compared  to  dry-rolled  sorghum  or  steam- 
rolled  corn  to  lactating  dairy  cows.' 

Assumptions: 

1)  Cost  of  flaking  sorghum  =  $10/ton  or  .5  cents/lb;  sorghum  intake  by  cows=20  lb/day  @  .5  cents/lb=10  cents/day. 

2)  Uniform  blend  price  of  milk  (Mar,  1992,  in  Dallas,  TX)  =  $13.22  with  10  cents  differential  for  protein  (base=3.1%)  and  8.1 
cents  differential  for  fat  (base=3.5%). 

Processing  benefits: 

Steam-flaked  vs  dry-rolled  sorghum:  value  of  milk  =  $9.79  (SFS)  vs  $8.87  (DRS). 
Increased  profit  =  92cents/d/cow-10cents(for  flaking)  =  82  cents.  For  100-cow  herd  (300  d)  =  $24,600. 

Steam-flaked  sorghum  vs  steam- rolled  com2:  value  of  milk=$9.55  (SFS)  vs  $8.90  (SRC). 
Increased  profit  =  65  cents/d/cow.  For  100-cow  herd  (300  d)  =  $19,500. 

'Data  trom  Table  t  values. 

•Costs  ol  SFS  and  Snc  wre  equal.  (U  ol  A.  Apr.  92)  Q 
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UTILIZATION  OF  STEAM-FLAKED  MILO  OR  CORN  FOR  FINISHING 

STEERS 

Bob  Brandt,  Jr.,  Gerry  Kuhl  and  Curtis  Kastner 

Kansas  State  University 

(913)532-6147 

RESULTS  AND  DISCUSSION 

There  were  no  differences  in  dry  matter  intake,  average  daily  gain  or  feed  conversion  between  steers 
fed  steam-flaked  milo  (SFM)  or  steam  flaked  corn  (SFC,  Table  1).  Main  effect  means  for  daily  gain  (lb/ 
day)  and  efficiency  of  feed  conversion  (feed/gain)  were  4.03  vs  4.03,  21.3  vs  21.2,  and  5.32  vs  5.28  for 
SFM  vs  SFC  respectively.  Addition  of  4%  yellow  grease  improved  daily  gain  4.4%  (P<.12)  and  feed 
efficiency  6%  (P<.05)  compared  to  nonsupplemented  diets.  Costs  of  gain  for  SFM  (-fat),  SFM  (-t-fat),  SFC 
(-fat)  and  SFC  (+fat)  were  44,  43,  49  and  48  cents/lb,  respectively.  Thus,  with  the  current  price  structure, 
milo  is  much  more  economical  than  com  for  cattle  feedlots  equipped  with  steam  flakers.  Although  supple- 
mental fat  increased  ration  costs,  costs  of  gain  were  reduced  by  1  cent/lb.  In  this  study,  cattle  were  slaugh- 
tered at  a  time-constant  end  point.  It  may  be  possible  that  increased  gains  provided  by  fat  can  reduce  the 
number  of  days  required  in  the  feedlot  and  total  cost  of  gain  through  reduction  of  interest  and  yardage 
costs. 


Table  1.  Effect  of  Grain  Type  and  Supplemental  Fat  on  Steer  Finishing  Performance 


Flaked  Milo 

Flaked  Corn 

Item 

0% 

4% 

0% 

4% 

SE 

No.  pens 

5 

5 

5 

5 

No.  steers 

35 

35 

35 

35 

Initial  wt,  lb 

815 

815 

815 

816 

.5 

Daily  gain,  lb' 

3.94 

4.12 

3.94 

4.11 

.104 

Daily  feed,  lb  DM 

21.3 

21.3 

21.5 

20.9 

.32 

Feed/gain  ■» 

5.46 

5.19 

5.46 

5.10 

.160 

Cost  of  gain,  S/lb" 

.44. 

.43 

.49 

.48 

'Final  weights  were  warm  carcass  weights  adjusted  to  a  63%  dress. 

"•Analyzed  statistically  as  gain/feed. 

■^Fat  effect  (P<.05). 

"■  Based  on  $2.85/bu  corn,  $4.30/cwt  milo,  11%  interest,  $.06  daily  yardage. 
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UTILIZATION  OF  STEAM-FLAKED  GRAIN  SORGHUM  AND  CORN  WITH 
AND  WITHOUT  ADDED  FAT  BY  GROWING/FINISHING  STEERS 


'^ 


R.B.  Blackwood  and  Dr.  C.R.  Richardson 

Texas  Tech  University 

(806)  742-2825 

SUMMARY  OF  TWO  STUDIES 

In  two  separate  trials  Brangus  and  Hereford  steers  (601  +  6.8  lb;  n=112)  and  Angus  and  Angus-Here- 
ford steers  (740 13.5  lb;  n=112)  were  randomly  assigned  to  16  pens  in  each  trial  (seven  per  pen)  and  fed 
one  of  four  dietary  treatments  in  a  completely  randomized  2X2  factorial  experimental  design.  Diets 
contained  10%  roughage,  13%  crude  protein  and  adequate  levels  of  all  other  nutrients.  Major  energy 
sources  in  the  diets  consisted  of  grain  sorghum  without  added  fat,  com  without  added  fat,  grain  sorghum  + 
2%  fat  and  com  +  2%  fat.  Steers  were  slaughtered  after  reaching  market  weight  and  finish.  Carcasses  of  all 
steers  were  evaluated  24  h  postmortem  for  USDA  quality  grades;  hot  carcass  weights;  marbling  score;  fat 
thickness;  ribeye  area;  kidney,  pelvic  and  heart  fat;  maturity  scores;  lean  color;  lean  firmness;  heat  rings 
and  lean  texture.  Data  collected  from  these  two  trials  were  combined  for  statistical  purposes. 

Cumulative  data  show  no  differences  in  feed  intake,  ADG,  feed  required  per  pound  of  gain  or  energy 
required  per  lb.  of  gain  (P>.05)  across  all  treatments.  Diet  had  no  effect  on  any  of  the  measured  carcass 
characteristics  except  for  fat  thickness,  ribeye  area,  percent  kidney,  pelvic  and  heart  fat  and  hot  -  carcass 
weight  (P>.05). 

These  data  show  that  steam-flaked  grain  sorghum  without  fat  has  equal  value  to  steam-flaked  com 
without  fat  when  fed  to  growing/finishing  steers.  Carcasses  produced  by  steers  fed  com  without  fat  and 
com  +  fat  diets  had  more  extemal  fat  as  indicated  by  increased  fat  thickness  and  higher  KPH  fat  percent 
(P<.05). 


PERFORMANCE  OF  GROWING/FINISHING  STEERS 


GS 


SEM 


CN 


SEM       GS+F 


SEM 


CN+F 


SEM 


DMI  (Ib/d/hd 
ADG  (Ib/d/hd) 
DMI  (/  lb  gain) 
MCAL/lb  gain 


15.9 
2.5 
6.6 
8.4 


.41 
.09 
.15 
.18 


16.3 
2.6 
6.3 
8.4 


.42 
.05 
.07 
.08 


16.6 
2.5 
6.5 
8.5 


.39 
.06 
.09 
.15 


17.8 
2.7 
6.2 
8.3 


.22 
.04 
.12 
.21 


CONCLUSION 

These  data  show  that  steam-flaked  grain  sorghum  can  be  /used  instead  of  steam-flaked  corn  when  fed 
without  additional  fat  in  high  concentrate  diets  for  growing/finishing  steers  without  suffering  any  adverse 
effect  on  gain,  feed  efficiency  or  quality  grade.  Fat  added  to  any  of  these  diets  did  not  give  the  boast  in 
performance  that  has  been  reported. 
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EFFECT  OF  ENZYME  (DM)  TREATED  GROUND  GRAIN  SORGHUM  AS  A 
DIETARY  CARBOHYDRATE  SOURCE  FOR  COMMERCIAL  LAYERS 

W.  F.  Krueger  and  Dale  Hyatt 
Texas  A&M  University,  409-845-1931 

RESULTS  AND  DISCUSSION 

A  total  of  320  Hyline  W36  egg-type  commercial  layers  in  3%  production  were  randomized  into  five 
groups,  placed  in  laying  cages  using  a  randomized  block  experimental  design,  and  each  group  fed  one  of 
five  isocaloric/isonitrogenous  commercial  layer  diets  for  twelve  28-day  production  periods.  Grain  sources 
for  the  diets  were  as  follows:  Diet  1  —  all  sorghum  +  6  oz.  DM,  Diet  2  -all  sorghum  +  4  oz.  DM,  Diet  3 
—  all  sorghum  untreated.  Diet  4  —  half  sorghum/half  com  untreated.  Diet  5  —  all  com  untreated. 

At  the  end  of  12  periods  of  production  there  were  no  statistically  significant  differences  in  rate  of  egg 
production  attributable  to  treatments.  The  lowest  rate  of  egg  production  was  77.37%  and  the  highest 
79.95%,  a  difference  of  only  2.58%  between  the  extremes  in  egg  production. 

Treatment  of  ground  sorghum  with  6  oz.  of  Digest  M  resulted  in  an  improvement  in  feed  required  to 
produce  a  dozen  eggs  (3.065  feed  conversion)  over  untreated  ground  sorghum  (FC  3.110).  More  impor- 
tant, grain  sorghum  treated  with  6  oz.  DM  produced  a  feed  conversion  equal  to  or  better  than  that 
from  corn  (FC  3.092). 

It  is  concluded  that  Digest  M  has  a  place  in  the  diet  of  laying  hens  where  grain  sorghum  is  the  grain 
source  and  is  competitive  in  price  with  com.  Four  ounces  of  Digest  M  is  not  adequate  for  grain  treatment 
of  laying  hen  diets,  and  six  ounces  per  ton  of  ground  sorghum  may  be  marginal.  Additional  tests  using 
higher  levels  of  Digest  M  are  needed  to  determine  what  an  adequate  grain  treatment  level  is  for  laying  hen 
diets. 
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THE  EFFECT  OF  DIGEST  M  (DM)  ENZYME  TREATMENT  OF  GROUND  GRAIN  SORGHUM  (MILO)  IN  THE 
DIET  OF  EGG-TYPE  COMMERCIAL  LAYERS  FOR  12  PERIODS  (336  DAYS)  OF  PRODUCTION. 


Performance 

All  U\\o 

All  IVIilo 

All  U\\o 

1/2    H/1ilo 

All 

Traits 

+  6oz  DtVI 

+  4oz  DM 

Oontrol 

1/2  Corn 

Corn 

(Diet1) 

(Diet  2) 

(Diet  3) 

(Diet  4) 

(Diet  5) 

Number  Hens 

64 

64 

64 

64 

64 

Egg  Production 

78.42A* 

78.44A 

79.95A 

77.37A 

79.50A 

(%  Hen-Day) 

Lbs.  Feed/Doz. 

Eggs 

3.065A 

3.1 50A 

3.110A 

3.21 7A 

3.092A 

Gms.Feed/Gm. 

of  Egg 

2.005A 

2.046A 

2.005A 

2.066A 

2.002A 

Egg  Weight  (gms.) 

58.0600 

58.499B 

59.01 3A 

59.1 70A 

58.625B 

Body  Weight  (gi 

TIS.) 

1,5930 

1,669AB 

1,628BC 

1,700A 

1 ,534D 

Livabiiity%) 

89.06A 

95.31  A 

93.75A 

95.31  A 

89.06A 

*Means  with  the  same  lener  are  not  significantly  different  at  P=.05. 
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GOVERNMENT  PROGRAM  UPDATE  FOR  MARCH  TELENET 


IS  THIS  THE  YEAR  TO  SWITCH  FROM  MILO  TO  CORN? 

Growers  that  have  the  option  to  switch  from  milo  to  short  season  com  in  dryland  areas  of 
eastern  and  central  Kansas  may  want  to  consider  doing  so  this  year.  The  two  reasons  for  consider- 
ing this  switch  include  target  price  spread  and  crop  insurance  price  elections.  There  is  a  14  cent 
spread  in  the  target  price  between  milo  and  com  (Table  1).  The  current  target  price  for  com  is 
$2.75,  while  the  target  price  for  milo  is  $2.61.  Growers  are  allowed  to  switch  between  milo  and 
com  if  they  have  a  feed  grain  base. 

Some  growers  may  consider  com  to  be  a  more  risky  crop  to  produce  than  milo  but  because  of 
an  unusual  price  election  spread  in  the  crop  insurance  contract,  growers  may  be  able  to  cover  that 
additional  risk  this  year.  FCIC  armounced  the  top  price  election  for  com  at  $2.30  while  the  top 
price  election  for  milo  is  $  1 .65.  That  represents  a  65  cent  spread  in  the  top  price  elections  between 
milo  and  com  (Table  2). 

The  other  consideration  is  variable  cash  costs  to  produce  com  versus  milo.  Table  3  contains  a 
list  of  the  variable  cash  costs  for  dryland  com  and  milo  based  on  eastem  Kansas.  These  costs  are 
also  based  on  an  expected  yield  of  80  bushels  for  milo  and  100  bushels  for  com.  Growers  may 
want  to  consider  these  expenses  very  closely  for  their  own  farm  situation. 

These  budgeted  costs  represent  the  variable  cash  cost  per  acre  for  the  two  crops  and  is  not 
broken  out  by  pre-harvest  cash  costs  versus  harvest  cash  costs.  For  the  purposes  of  these  budgets 
it  was  assumed  that  it  costs  $14.00  per  acre  to  operate  a  combine,  1 1  cents  per  bushel  for  trucking, 
storage,  handling,  etc.,  and  10  cents  per  bushel  for  drying  costs.  That  procedure  was  used  to  allow 
the  adjustments  made  in  worksheets  1  and  2  where  the  scenario  of  low  yield  low  price,  low  yield 
high  price,  were  considered  along  with  a  expected  yield  price  scenario  for  both  com  and  milo.  The 
analysis  considers  only  the  farmer  who  is  participating  in  the  ASCS  commodity  program  and  does 
not  consider  the  option  of  opting  out  of  the  program. 

An  analysis  of  the  option  to  switch  from  milo  to  com  is  presented  in  worksheets  1  and  2.  The 
analysis  includes  both  crops  with  and  without  crop  insurance  and  also  considers  the  0/92  program. 

The  0/92  Program  will  not  be  attractive  to  most  farmers  unless  they  are  prevented  from  plant- 
ing. If  growers  have  a  low  yield  and  the  crop  is  insured,  they  will  end  up  with  more  revenue  than 
they  would  in  the  0/92  Program  and  the  retums  will  be  higher  if  they  receive  a  normal  yield,  unless 
costs  are  unusually  high. 


'Prepared  by  G.  A.  (Art)  Bamaby,  Jr. ,  Department  of  Agricultural  Economics,  Cooperative  Extension  Service, 
Kansas  State  University,  Manhattan,  Kansas  66506,  February  13,  1990. 
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GRAIN  SORGHUM  PROFITABILITY  STUDY:  EIGHT-YEAR  ECONOMIC 

COMPARISON 

University  of  Missouri  Hundley- Whaley  Research  Farm,  Albany,  Missouri 
Ms  Maryann  Redelfs,  Extension  Agronomist,  University  of  Missouri,  (819)  882-5661 

This  study  is  intended  to  monitor  the  production  costs  and  income  of  com  and  grain  sorghum  over 
several  years  to  determine  which  crop  results  in  the  best  profit  under  our  soil  and  climate  conditions,  and  to 
compare  the  year  to  year  consistency  of  income  for  each  crop.  Both  crops  are  managed  to  produce  practi- 
cal yields. 

THE  STUDY  HAS  SHOWN  THAT: 

-  Grain  sorghum  is  a  crop  for  managing  the  risk  of  crop  loss  due  to  dry  weather. 

-  Grain  sorghum  usually  costs  less  to  produce  and  yields  are  less  affected  by  dry  weather  than  com. 

-  Grain  sorghum  has  been  more  consistent  than  com  and  not  as  risky. 

-  Com  has  had  more  fluctuation  in  economic  retum  than  grain  sorghum  throughout  the  study. 

-  Com  has  cost  an  average  of  $23.03/acre/year  more  to  produce  than  grain  sorghum. 

Return  to  land  and  management  in  dollars  per  acre  for  corn  and  grain  sorghum  in  past  years  at  the 
Hundley-Whaley  Research  Farm,  Albany,  Missouri. 

Year:  1985 

Corn  w/o  gov.  pay.  1 .75 

Com  with  gov.  pay.  45.91 

Milo  w/o  gov.  pay.  101.16 

Milo  with  gov.  pay.  137.50 


1986 

1987 

1988 

1989 

1990 

1991 

1992 

Avq 

-60.92 

116.78 

-15.76 

-5.56 

67.83 

228.93 

89.50 

52.82 

41.20 

230.72 

47.33 

48.35 

148.49 

266.65 

133.66 

120.29 

-23.40 

38.45 

17.28 

55.88 

85.25 

214.31 

-8.86 

60.01 

60.34 

133.81 

71.00 

108.02 

155.39 

243.54 

27.50 

117.14 

Only  three  years  out  of  the  eight  has  corn  without  government  payments  been 
more  profitable  than  grain  sorghum. 

Over  the  past  eight  years,  without  government  programs,  grain  sorghum  would 
have  made  $57.52  more  per  acre  than  corn,  or  an  average  of  $7.19/acre/year. 

Differences  in  government  programs  have  made  up  the  difference  between  the 
average  return  for  corn  and  grain  sorghum  over  the  eight  years,  with  corn  result- 
ing in  $3.12/acre/year  more  than  grain  sorghum. 

U.S.  farm  policy  sets  the  loan  rate  and  target  price  of  sorghum  at  less  than  corn. 
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Big  Oklahoma  hog 
operation  to  boost 
demand  for  grain 

By  CAJLVDV  PIGG 

Farm  Press  Edilorial  Staff 

GUYMON.  Okla.  -  Big  things,  really  big  things,  are  stirring  In 
the  Oklahoma  Panhandle  these  days.     ■ 

So  big  that  some  Panhandle  officials  are  predicting  that  one 
county  here  one  day  will  rank  among  the  top  five  agricultural 
counties  In  the  United  States  In  terms  of  cash  receipts  from  farm 
marketings,  nosing  out  several  California  counties  In  the  top- 
doUar  sweepstakes.  The  county  —  Texas  County,  with  Guymon 

Its  county  scat  —  ranked  a 
respectful  19th  In  gross  cash 
farm  marketings  valued  at  $647 
mjlllonin  1989.  according  to  the 
U.S.  Bureau  of  Economic  Analy- 
sis. This  came  mostly  from  grain 
growing  and  beef  cattle  feeding. 

But  the  annual  cash  market- 
ings from  agriculture  from  Texas 
County  are  expected  to  skyrocket 
beyond  the  $1.5  billion  mark  by 
the  end  of  this  decade,  maybe 
within  three  or  four  years. 

The  latest  economic  Infusion  is 
coming  from  Seaboard  Corpora- 
tion, a  Massachusetts-based 
conglomerate,  which  Is  remodel- 
ing facilities  to  eventually 
slaughter  four  million  head  of 
company-bred  and  owned  pigs  a 
year  in  a  converted  beef  process- 
ing plant  at  Guymon. 

Seaboard  Farms  of  Oklahoma. 
Inc..  as  the  hog  operation  is 
known,  is  offering  seven-year  pig 
(See  HOG.  Page  7) 


Stalk  pullers 
gaining  favor 
with  growers 

By  CALVIN  PIGG 
Farm  Press  Editorial  Staff 

EDKOY.  Texas  —  Cotton  pro- 
ducer John  Barrett  destroyed 
shredded  cotton  stalks  follow- 
ing his  1993  harvest  In  a  mere 
one  third  of  the  time  it's  taken 
him  In  past  years. 

Stalk  plow-up  and  Its  timing 
Is  critical  In  south  Texas  where 
growers  must  meet  a  state 
plow-up  deadline  as  part  of 
Insect  pest  management, 
naimely  boll  weevil, 

Barrett.  It  seems.  Is  one  of  an 
(See  STALK.  Page  14) 


OKLAHOMA  PANHAJiDLB  com  grower  tfick  NeviUe  of  Guymon.  left, 
observes  as  yet  cmother  new  center  pivot  irrigation  unit  is  installed 
on  a  Texas  County.  Oklahoma Jarm.  With  him  is  Extension 
agronomist  Mark  Hodges  who  estimates  the  area's  giant  hog  pro- 
duction project  will  consume  three  and  a  half  times  more  sorghum 
than  is  now  produced  in  the  three  county  Panhandle  area.  Neville 
has  installed  11  water  saving  pivot  units  in  his  own  operation  in 
recent  years. 


NUMBER  ONE  ON 
THE  HIGH  PLAINS 
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Hog  operation  to  toost  grain  demanc^ 

(Continued  from  Pa9«  1)  ^g.  r 


"flnlshing"  contracts  to  landown 
cr/operators  In  Texas.  Cimarron 
and  Beaver  counties  of  the  Okla- 
homa Panhandle,  and  even  down 
Into  the  Texas  Panhandle. 

Annual  sales  of  'the  other  white 
meat*  from  the  Cuymon-bascd 
giant  operation  are  expected  to 
reach  $650  mllHon  In  Its  planned 
two- phased  development. 

"Seaboard's  entiy  Is  going  to  let 
a  lot  of  young  people  stay  at  home 
and  on  the  farm  If  they  want  to." 
said  real  estate  man  and  auction- 
eer Bill  Newman  of  Guymon. 

'Our  grain  farms  can  produce 
enough  Income  (with  grain  and  pig 
feeding)  to  support  two  families." 

Local  automotive  paint  and  body 
shop  owner  Don  Scott,  who  Is 
chairman  of  Economic  Develop- 
ment Committee  of  the  Guymon 
Chamber  of  Commerce  and  who 
made  the  fnltlal  contacts  with 
Seaboard  about  locating  In  the 
area,  said  he  sees  the  ■marriage" 
between  family  farmers  and  corpo- 
rate agriculture  as  being  mutually 
beneficial  to  everyone  —  not  as  an 
adversarial  relationship  at  all. 

The  Oklahoma  Panhandle  has 
a  history  of  successful  beef  cattle 
feeding,  most  xinder  the  corporate 
umbrella.  We  know  how  to  make 
It  work.  We  already  have  an  agri- 
culturally friendly  business  cli- 
mate here  and  that.  I- understand. 
"  la  one  reason  Seaboard  decided  to 
come  here  In  the  flrst  place.' 

(Guymon  citizens  passed  a  one 
cent  additional  sales  tax  to  lure 
Seaboard  to  the  area  and  to  pay 
for  needed  town  support  Improve- 
ments. The  le\-y  proposal  received 
some  small  opposition.) 

Noteworthy  too  Is  the  fact  that 
Oklahoma's  water  quality  and 
waste  management  laws  afTectlng 
agriculture  aren't  as  stringent  as 
those  In  some  other  states. 

Scott  said  considering  all  of  the 
complexities  Involved  In  bringing 
the  estimated  $55  million 
Seaboard  project  to  a  town  of 
8.000.  "Its  amazing  to  me  to  see 
how  smooth  It's  gone  so  far." 

Seaboard  Corporation  actually 
announced  the  project  15  months 
ago  and  Immediately  began  gut- 
ting the  abandoned  Swift  beef 
packing  plant  on  the  outskirts  of 
Guymon.  The  plant  Is  due  to 
begin  Us  slngle-shlft  (phase-one) 
operations  with  700  employees 
and  a  two  million  a  year  pig  kill 
schedule  sometime  during  the 
summer  of  1995. 

Under  the  second-shift  (phase- 
two)  and  a  four  million  head  a 
year  slaughter  the  local  process- 
ing force  will  be  doubled  to  1.400. 
But  today,  bred  sows  are 
birthing  the  first  pigs  in  company- 
owned  environmentally-controlled 
farrowing  houses.  The. first  55 
pound  feeders  have  already  been 
placed  in  Just-completed  'finish- 
ing' houses  —  Incidentally  In 
houses  built  on  property  of  one  of 
the  area's  pioneer  beef  cattle  feed- 
ing operations.  Hllch  Ranch. 
'We'd  been  looking  for  ways  to 


diversify  operations  further  and 
pig  housing  facilities  offered  us 
that  opportunity."  said  H.  C. 
"Ladd"  Hitch.  Jr.  of  Guymon. 
chairman  of  the  board  of  Hllch 
Enterprises.  Inc. 

Hitch  Is  involved  In  cattle  feed- 
ing, cattle  buying,  farming,  beef 
packing  and  other  Investments. 

The  first  28  pig  finishing  houses 
and  the  waste  collection  system  at 
Hitch  Ranch  were  constructed  by 


already  borders  on  being  a  grain 
deficit  area  and  hog  production 
will  sharpen  the  competition  for 
available  supplies  of  sorghum 
and  corn  even  more.  The  hog 
feeding  rations  will  be  heavily 
sorghum-graln  based.  Sorghum 
and  soybean  meal  will  be  the 
major  Ingredients. 

Local  grain  producei;s  are  excit- 
ed about  this  increasing  demand 
and  its  profit  potential. 


SEAflpAPJ^'S  HOG  production  manager  Mike  Brandherm  checks  the 
readiness  of  the  new  Jlnishing  houses  to  receive  55  pound  animals 
at  Hitch  Ranch. 


Hitch,  but  are  being  leased  to 
Seaboard  who  wlU  run  them 
entirely. 

"But  we're  expecting  to  get  Into 
the  hog  production  business  our- 
selves, perhaps  with  10.000  sows 
—  from  farrowing  to  finishing." 
•Hitch,  told  Southwest  Farm  Press. 

He  noted  that  the  Oklahoma 
Panhandle,  with  Its  high  demand 
for  grain  from  cattle  feeding. 


•  As  to  how  all  this  is  playing  out 
on  crop  agriculture,  a  unlversl^ 
agronomist  Is  predicting  that  Irri- 
gated farmers  will  "tend'  to  plant 
more  sorghum  and  corn,  bo.th 
potentially  higher  Income  crops. 
at  the  expense  of  wheat  acreage. 

Extension  agronomist  Mark 
Hodges  of  Guymon  said,  like  In 
other  irrigated  areas,  Oklahoma 
Panhandle  farmers  are  In  a  head- 


long rush  to  convert  from  furrow 
Irrigation  for  watering  crops  to 
more  cinclent  center  pivot  sprin- 
kler irrigation  systems,  especially 
now.  Most  arc  Installing  the  most- 
efficient  low  energy  precision 
application  fLEPAJ  type  systems. 

'Our  grain  producers  sec  a  good 
market  for  grain  In  the  future  and 
they're  wanting  to  make  the  best 
possible  use  of  water  resources.' 
Hodges  said.  One  Irrigation  com- 
pany Installer  said  his  company 
sold  215  center  pivot  units  In 
1993.  That's  nearly  one  unit  every 
working  day. 

"We  are  seeing  the  beginning 
times  for  a  lot  of  opportunities 
here.  Including  for  our  long- 
established  family  farm  opera- 
tors," said  Monte  W.  Lareau, 
president  of  the  Bank  of  the  Pan- 
handle. Guymon.  He  said  land 
prices  have  risen  10  to  15  per- 
cent In  the  last  18  months. 

Senior  vice  president  Steve 
Baggerly  said  the  bank  wasn't 
financing  center  pivot  irrigation 
units  on  cropland  four  years  ago. 
Today  It  is  funding  quite  a  few  for 
Its  customers. 

He' said  the  bank  is  now  begin- 
ning to  get  Inquiries  from  cus- 
tomers about  financing  the 
$150,000  required  for  each  pig  ftn- 
Ishlng  house.  "The  serious  interest 
is  Just  beginning  to  show  up."  - 

Incidentally,  the  three  Panhan- 
dle counties  collectively  account 
for  som,e  22  percent  of  Okla- 
homa's gross  receipts  from  agri- 
culture. Including  grain  produc- 
tion and  the  feeding  of  800.000 
head  of  fccdyard  cattle  a  year.  The 
Oklahoma  Panhandle  region  com- 
prises 11.3  percent  of  the  state's 
land  area,  but  a  mere  1.1  percent 
of  the  state's  population. 

Guymon  is  working  with  a  pri- 
vate national  group  to  help  bring 
much-needed  new  housing  to  the 
community.  The  first  will  be  220 
new  rental  units.  Chamber  of 
(See  HOGS.  Page  16) 


SOWS  FORAGE  in  one  oj  ti 
majority  oJ pigs  will  be.rali 


tdoor  production  units  operated  by  Seaboard  Farms.  The  vast 
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Will  boost  grain  demand 


Hogs  to  benefit  Oklahoma  grower 


f 


Commerce  executive  vice  presi- 
dent Roy  Ehly  says  he  sees  Guy- 
mon's  population  doubling  to 
16.000  in  the  future. 

"We  have  built  two  new  houses 
In  Cuymon  In  the  past  five  years. 
But  today  there  are  22  new  homes 
under  construction  here."  he  saJd. 

Meanwhile.  Mike  Brandhcrm. 
hog  production  manager  for 
Seaboard  Farms  of  Oklahoma. 
Inc.  Is  estimating  that  95  percent 


(Continued 
of  all  the  finish  feeding  —  from  55 
pounds  to  a  240  to  260  pound 
weight  per  animaj  —  wiil  be  done 
with  contract  finishers,  mostly  on 
local  farms. 

InltiaJIy.  140  to  150  local  finish- 
ing houses  (960  animals  each)  will 
be  required  for  Phase  I  of  the  pro- 
ject. The  first  slaughter  require- 
ment will  be  for  8.000  hogs  a  day 
once  the  processing  plant  opens. 

"We're  fooklng  at  a  minimum  of 


from  Page  7) 
three  houses  per  site  which  the 
owner  must  finance,  build  and 
operate  under  contract  with 
Seaboard.'  Brandherm  explained. 
Each  site  will  Include  a  waste 
water  collection  lagoon  and  liquid 
handling  system  tljat  meets  state 
permitting  requtrements. 

He  estimated  that  one  person 
could  adequately  take  care  of  three 
finishing  houses  with  their  2.880 
pigs  in  three  to  five  hours  daily. 
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The  farmer  Is  to  provide  the 
buildings,  land,  labor,  and  insur- 
ance while  Seaboard  will  furnish 
the  pigs.  feed,  technical  assis- 
tance and  medications.  Each  fin- 
isher will  be  trained  by  Seaboard 
field  production  specialists. 

The  finish  feeder.  Brandherm 
said,  will  be  paid  by  Seaboard  on  a 
per-pound  of  gadn  basis  with  extra 
incentives  for  added  performance. 

The  entire  production  scheme. 
he  explained,  will  use  a  "three-site 
system."  Each  2.400  sow  farrow- 
ing unit  will  produce  950  to  1.000 
pigs  weekly.  From  the  farrowing 
house  three  week  old  weaned  pigs 
weighing  14  to  15  pounds  will  be 
moved  to  a  nursery  site.  Here,  the 
animals  will  spend  the  next  seven 
to  eight  weeks  reaching  a  weight 
of  55  to  60  pounds  under  four  dif- 
ferent ration  changes.  Everything 
up  until  this  time  has  been  in 
Seaboard-owned  facUltJes. 

From  the  nursery  houses  the 
pigs  will  then  be  "farmed  out"  to 
the  Individual  contract  finishing 
sites  under  the  eye  of  Seaboard 
technicians,  again  with  several 
ration  changes.  The  pigs  will  be 
sorted  and  "sex-fed"  for  best  per- 
formance up  to  the  240  to  260 
pound  range. 

TTie  entire  production  system. 
Including  on-farm  finishing." 
Brandhcrm  summed  up.  is  main- 
tained by  computer  so  that  the 
animal's  entire  feed  Intake  goes 
Into  its  growth  —  none  of  Its 
energy  will  have  to  be  utilized  to 
overcome  .either  hot  or  cold 
weather  conditions." 

As  to  the  overall  feed-to-meat 
feeding  efficiency,  known  as  feed 
conversion.  Brandhcrm  said  the 
goal  is  for  a  whole-herd  conver- 
sion of  3.2  pounds  of  ration  fed  to 
produce  one  pound  of  animal. 
During  certain  feeding  phases  the 
feed  conversion  will  be  less  than 
thrce-to-one. 

He  said  the  firm  Is  striving  to 
locale  Its  contract  finishing  houses 
within  50  miles  of  Guymon  to 
maximize  both  feed  delivery  to  the 
farm  and  the  transport  of  animals 
Into  the  processing  plant. 

A  whole  host  of  private  vendors. 
Including  transportation  compa- 
nies, are  expected  to  locate  In  the 
area  to  support  the  four-million 
head  aryear  operation,  further 
adding  to  local  economic  growth 
and  development 

In  its  original  project  announce- 
ment. Seaboard  President  H.H. 
Bresky  said  the  firm  Is  convinced 
that  pork  can  compete  with  poul- 
try as  a  healthy,  cost-effective 
aJtematlvc  to  red  meat. 

To  do  this,  we  must  work  with 
pork  producers  to  lower  the  cost  of 
growing  lean,  high  quality  hogs." 

The  plan  Is  for  Seaboard  Farms 
of  Oklahoma,  Inc.  to  produce  a 
variety  of  processed  pork  prod- 
ucts for  retail,  food  service  and 
cxporl  ciislontcrs. 
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Testimony  before  the  House  Committee 

on  Agriculture 

Subcommittee  on  General  Farm  Commodities 

"Economic  Outlook  of  the  U.S.  Agriculture  Sector" 

June  29,  1994 

Gerald  Lacey,  President 
National  Barley  Growers  Association 


Mr.  Chairman  and  Members  of  the  Subcommittee  -- 

I  am  Gerald  Lacey,  a  Minnesota  farmer  from  the  Red  River  Valley  and  President 
of  the  National  Barley  Growers  Association.  Our  organization  represents  the  six 
northern  tier  states  of  Minnesota,  North  Dakota,  Montana,  Oregon,  Washington  and 
Idaho.    Those  states  produce  approximately  85%  of  the  barley  raised  in  the  United 

States. 

We  are  pleased  that  your  Subcommittee  is  raising  the  curtain  on  the  1995  Farm 
Bill  by  holding  this  hearing  on  the  economic  outlook  for  U.S.  Commodities.  NBGA  is 
sorting  through  the  various  options  which  are  surfacing  from  a  variety  of  origins  and  will 
•  be  working  toward  position  papers  during  the  remainder  of  the  summer.  It  is  early  in  the 
process,  but  we  can  share  with  you  today  some  of  our  general  concerns  and  objectives. 
Currently  our  greatest  worry  is  the  greatly  accelerated  flow  of  Canadian  barley 
entering  our  market.  The  Canada/U.S.  Trade  Agreement  was  very  poorly  negotiated  in 
terms  of  free  trade  in  barley.  In  order  to  acquire  a  license  for  U.S.  barley  to  cross  the 
border  north,  the  end-user  in  Canada  has  to proveihere  is..no  Canadian  barley  stocks 
available  to  fill  his  needs.  For  Canadian  barley  to  move  south,  no  license  is  required  and 
all  that  is  necessary  to  make  the  sale  is  to  undercut  the  U.S.  market  price.  Given  the 
Canadian  single-desk  marketing  system,  assisted  by  a  significant  transportation  subsidy, 
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such  predatory  pricing  is  easily  possible.  As  a  result,  the  unrestrained  flow  of  Canadian 
barley  into  the  U.S.  is  equal  to  approximately  14%  of  our  annual  production.  The  effect 
has  been  to  severely  impact  the  U.S.  farm  program  for  barley.  The  added  pressure  of 
these  additional  stocks  has  driven  down  farm-gate  prices  by  an  estimated  22  cents  per 
bushel,  increasing  budget  exposure  for  deficiency  payments.  It  is  projected  that  an 
additional  $67  million  in  barley  deficiency  payments  will  have  to  be  paid  for  the  1993-94 
marketing  year.  (See  attached  material.)  For  the  first  time,  the  U.S.  will  be  a  net 
importer  of  beirley  with  exports  of  approximately  63  million  bushels  and  imports  of 
around  65  million  bushels. 

We  have  placed  considerable  faith  in  the  Article  28  action  initiated  by  the  U.S.  in 
response  to  the  interference  with  U.S.  farm  programs  caused  by  the  Canadian  imports. 
Now,  however,  we  are  told  that  there  is  resistance  in  the  House  Ways  and  Means  and 
Senate  Finance  Committee  to  the  inclusion  of  authority  for  Article  28  sanctions  in  the 
GATT  implementation  legislation.  To  the  extent  the  House  Agriculture  Committee  has 
jurisdiction  over  the  elements  of  the  GATT  implementation  language,  we  earnestly  solicit 
your  support  for  authority  of  the  U.S.  government  to  impose  tariffs  and  quotas  under 
Article  28.  It  is  barley's  only  recourse  to  the  devastating  flood  of  Canadian  barley 
exports. 

Turning  to  the  farm  bill  debate,  barley,  along  with  the  other  commodities,  is 
trapped  in  a  situation  where  budget  considerations  are  steadily  reducing  the  amount  of 
money  available  to  conduct  a  meaningful  program,  while  at  the  same  time  production 
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costs  are  edging  up.  Particularly  discouraging  are  the  escalating  costs  induced  by 
mandated  tillage  practices,  environmental  permits  and  taxes  on  chemicals  and  fertilizer. 
Those  requirements  must  be  met  without  compensation,  and  with  the  erosion  of  program 
benefits,  the  possibility  of  profitable  farming  under  the  present  system  is  fading  away. 
This  reality  is  forcing  agriculture  to  take  a  serious  look  at  the  alternate  directions 
available  if  our  current  program  is  indeed  untenable. 

There  is  no  shortage  of  advice  and  concepts.  The  Grain  Trade  has  a  tendency 
to  urge  us  to  get  rid  of  EEP,  bring  CRP  acres  back  into  production  and  place  our 
confidence  in  a  world  market  freed  up  by  GATT.  The  scholarly  economists  often  advise 
us  to  become  more  efficient  so  we  can  compete.  Those  suggestions  have  limited 
appeal  to  barley  growers,  but  there  are  other  tentative  plans  which  attract  our  attention. 
Conversion  of  EEP  financing  and  deficiency  payments  to  direct  payments  to  farmers  has 
a  seductive  ring  to  it,  but  does  not  have  answers  to  how  we  would  fare  in  an  export 
market  dominated  over  the  next  six  years  by  EU  restitutions.  The  so-called  Iowa  Plan 
attracted  early  attention  with  its  income  assurances  decoupled  from  program 
compliance,  but  there  is  deep  seated  resistance  by  farmers  to  being  relegated  to  a  semi- 
welfare  status.  At  this  point  in  time,  there  are  no  easy  solutions  in  sight.  If  that  is  the 
case  -  if  no  magic  formula  can  be  devised,  there  still  remains  the  possibility  that  the 
program  on  the  books  now  could  be  refitted  and  recalibrated  to  see  us  through  until  the 
end  of  the  GATT  phase-in.  Some  kind  words  should  be  said  for  it.  In  its  forty-odd  years 
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of  existence  in  various  modes,  it  has  been  a  strong  safety  net  for  most  farmers.  It  is 
really  only  in  serious  trouble  now  because  of  the  budgetary  stranglehold  it  is  suffering. 

Its  presence  has  been  institutionalized  into  land  values,  rural  financial  services  and 
the  entire  industry  of  transportation,  input  supply  and  marketing  infrastructure  for 
agriculture.  Its  successor,  if  that  is  to  be,  will  have  to  be  in  excellent  form  to  see  us 
through  the  next  forty  years  nearly  as  well.  Having  praised  the  program  I  hasten  to  add 
that  barley  has  not  fared  well  under  its  provisions  when  compared  to  other  grains.  In 
the  early  years  of  farm  programs,  barley  was  badly  undervalued  in  terms  of  feed 
characteristics.  This,  of  course,  was  reflected  in  relatively  low  loan  rates  and  target 
prices.  Subsequent  research  has  greatly  improved  the  statistical  evaluation  of  barley's 
nutritional  value,  but  that  fact  has  been  largely  overlooked  as  farm  bills  have  evolved. 
Not  until  NBGA  was  organized  in  1988  was  any  effort  made  to  get  program  provisions 
adjusted  to  the  correct  relationship  between  corn  and  barley.  As  a  result,  bsirley  has 
lagged  far  behind  in  return-per-acre  and  is  in  danger  of  following  oats  into  oblivion  as 
a  viable  program  crop. 

Thank  you,  Mr.  Chairman,  for  the  opportunity  to  appear  and  whatever  your 
Committee's  deliberations  over  the  next  eighteen  months,  please  reserve  a  kind  thought 
for  barley.  ,       ^  ,  ,     ^  _   , 

(Attachments   follow:) 
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tbsthiomt  for  the 
6ehebal  futm  oommodities 
sobcoioiitteb  of  the 
house  oommttee  oh  agriculture 

June  29,  1994 

Mr.  Chairman  and  members  of  the  subcommittee,  we  appreciate 
the  opportunity  to  appear  before  you  today  to  present  the  views 
and  positions  of  the  American  Corn  Growers  Association  (ACGA) .   A 
long  time  friend  of  yours,  Carl  King,  President  of  the  Texas  Corn 
Growers  and  founder  of  the  American  Corn  Growers  Association,  ask 
that  I  also  represent  the  views  of  the  Texas  Corn  Growers 
Association  (TCGA)  headquartered  in  Dimmitt,  Texas  which  as  you 
know  is  in  your  district,  Mr.  Chairman. 

First,  let's  look  at  the  economic  outlook  for  corn  farmers. 
At  the  very  least,  it  is  a  fragile  economy.   Many  producers  are 
one  disaster  away  from  loosing  their  farms.   It  is  going  to  take 
several  years  to  see  how  the  farms  in  the  MidWest  that  were  hit 
by  the  floods  of  1993  come  back  into  production. 

New  rules  and  regulations,  both  in  conseirvation  and 
environmental  areas  continue  to  increase  our  costs.   Yearly 
increases  in  the  prices  of  parts,  machinery  and  other  inputs 
cause  it  to  be  more  difficult  to  make  the  necessary  capital 
investments  we  need  in  the  operation  of  our  farms. 

Government  forecasts  of  higher  farm  income  usually  don't  put 
money  in  our  pockets.   For  some  reason  our  bankers  and  other 
creditors  are  not  impressed  by  those  predictions.   Even  FmHA 
shows  little  respect  for  anything  but  cash  on  the  barrel. 

We  applaud  Secretary  Espy's  decision  earlier  this  year  to 
raise  loan  rates.   A  farmer  can  go  to  the  bank  with  a  loan  rate 
and  borrow  money,  but  deficiency  payments  do  little  good  at  that 
stage  of  farming. 

Secretary  Espy's  decision  put  more  money  in  farmers  pockets' 
than  even  the  BEST  projections  of  GATT  and  NAFTA  combined!   All 
farmers  have  ever  needed  is  a  fair  price  for  our  production. 

The  ag  budget  will  continue  to  get  smaller.   By  raising  loan 
rates  you  reduce  target  payments  which  mean  you  save  taxpayer 
dollars.   In  the  late  1970 's  USDA  economists  did  not  want  a  penny 
difference  between  the  target  and  the  loan.   During  the  past  12 
years  that  did  not  seem  to  be  a  concern. 
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You  can  raise  loan  rates  and  operate  programs  for  less  cost 
to  the  taxpayer.   Prior  to  1986,  programs  cost  less  than  five 
billion  dollars  excepting  1983  for  the  PIK  program.   We  know 
budgets  will  be  cut,  but  we  can  structure  farm  programs  to 
operate  effectively  with  less  cost  to  the  taxpayer! 

Mr.  Chairman,  the  1995  Agriculture  Appropriations  bill 
recently  approved  by  the  House  Appropriations  Committee  calls  for 
$67.8  billion,  or  $4  billion  below  last  year.   Of  that  amount, 
$40.26  billion  will  go  to  public  feeding  programs,  with  food 
stamps  receiving  $25.2  billion  and  Women,  Infant  and  Children 
Nutrition  programs  receiving  $3.47  billion. 

It  is  projected  that  farm  subsidy  spending  for  1995  is 
estimated  at  $9  billion.   That  is  $9  billion  of  a  $67.8  billion 
USDA  budget,  and  $9  billion  of  a  one  and  one/half  trillion  dollar 
national  budget.   We  feel  that  when  you  put  the  numbers  into 
perspective,  you  see  that  what  our  government  is  paying  for  the 
healthiest,  tastiest  and  cheapest  food  supply  in  the  world  is 
really  a  bargain. 

The  ACGA  and  the  TCGA  and  its  producer  members  believe  this 
story  needs  to  be  told.  We  are  committed  to  do  our  part.   We  hope 
that  the  members  of  this  committee  and  other  members  from 
agriculture  districts  will  continue  to  do  the  good  job  you  have 
done  in  the  past  by  informing  the  public.   We  need  your 
leadership  more  than  ever  before  in  telling  the  story  of 
production  agriculture.   If  you  are  not  willing  to  meet  this 
challenge,  then  what  Member  of  Congress  is  going  to  be  willing  to 
stand  up  for  the  American  Farmer. 

Farm  income  is  vital  to  rural  communities.   If  farm  income 
is  healthy,  rural  development  works.   When  farm  income  is  down, 
stores  and  businesses  close,  and  our  young  people  are  looking  to 
the  large  cities  for  their  jobs  and  their  futures. 
Mr.  Chairman,  the  price  of  commodities  for  the  next  decade  will 
be  the  key  to  the  future  of  rural  America. 

We  realize  the  importance  of  all  sectors  of  the  agriculture 
community.   But,  it  is  vital  for  each  of  you  to  remember  that  the 
men  and  women  that  plant  the  seeds  and  harvest  the  crops  continue 
to  be  the  foundation  of  our  agricultural  economy. 

TRADE  has  been  a  driving  force  of  the  agriculture  debate  for 
the  past  twenty  years.   It  is  easy  to  talk  about  increased 
agricultural  trade  with  Mexico  if  you  don't  know  all  the  facts. 
The  truth  is  that  Mexico  produced  about  18  million  metric  tons  of 
corn  last  year.   Almost  all  of  that  was  white  corn.   They 
consumed  15  million  metric  tons.   That  means  they  had  a  surplus 
of  3  million  metric  tons  or  about  17  million  bushels  of  corn. 
They  so  over  produced  that  they  were  feeding  white  corn  to  their 
livestock. 
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Now  if  Mexican  farmers  are  overproducing,  where  is  this 
great  new  market  for  our  com  that  we  keep  hearing  about.   I'll 
tell  you  where  it  is.   It's  non-existent!   Increased  trade  of 
United  States  corn  to  Mexico  is  a  smoke-screen  pulled  over  the 
eyes  of  our  country's  corn  producers.   It's  a  sham  perpetuated  in 
the  name  of  free  trade. 

Our  trade  policy  must  be  fair.   Not  only  to  us,  but  to  our 
trading  partners  as  well.   The  dumping  of  cheap  U.S.  corn  into 
Mexico  to  further  erode  their  price  structure  is  an  injustice 
that  must  not  be  allowed  to  happen. 

We  have  major  objections  to  the  proposed  GATT  treaty  and 
will  oppose  passage.  We  object  to  the  mandated  imports  which 
will  seriously  disrupt  commodity  markets  for  several  crops  such 
as  peanuts  and  dairy. 

The  recently  released  study  by  Texas  A&N  shows  cotton,  rice 
and  dairy  are  the  big  losers  and  only  very  minimal  gains  for  corn 
and  wheat.   The  American  Corn  Growers  Association  believes  the 
GATT  Treaty,  added  to  the  NAFTA  treaty  will  mean  we  will  put  at 
risk  our  own  domestic  market  in  the  United  States  by  seeing 
cattle  feeding  and  dairy  production  shift  into  Mexico  to  get 
cheaper  labor  and  take  advantage  of  lower  environmental 
standards . 

The  GATT  treaty  mandated  cuts  in  farm  program  spending  will 
mean  less  dollars  in  farmers  pockets'.   The  treaty  will  mean  the 
agriculture  committees  will  have  less  say  in  writing  agriculture 
policy  and  the  new  World  Trade  Organization  (WTO)  will  have  the 
final  say  in  our  domestic  farm  policy.  We  have  serious 
reservations  in  turning  over  policy  decisions  to  people  that  have 
not  been  elected  by  anyone  and  have  no  responsibility  to  the 
people  that  are  affected. 

Our  members  do  not  understand  the  very  direct  cost  to  the 
United  States  treasury  that  come  from  cuts  in  tariffs  and  the 
other  changes  that  GATT  carries  with  it's  passage.   How  can 
anyone  justify  those  costs  to  the  taxpayer  but  require  disruption 
of  domestic  production? 

We  believe  GATT  becomes  a  harder  package  to  sell  to  voters 
the  more  light  that  is  shed  on  the  treaty.   A  better  investment 
for  our  money  might  be  sending  our  negotiators  to  the  same 
schools  that  the  Europeans  and  the  Japanese  learn  how  to  protect 
their  nations'  interest. 
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As  corn  fanners  we  are  concerned  about  the  economic  health 
of  one  of  our  best  customer  countries,  the  United  States!   Our 
domestic  market  is  our  largest  and  best  customer.   A  healthy 
domestic  economy  means  customers  for  U.S.  produced  food  and 
fiber.   That  economy  will  not  be  helped  in  trading  good  paying 
manufacturing  jobs  for  minimum  wage  service  sector  employment. 

We  also  believe  that  a  healthy  US  economy  is  important  to 
the  rest  of  the  world.   Recent  problems  in  Japan  and  Germany  have 
been  tied  to  the  recent  economic  problems  we  have  faced  in  the 
United  States. 

A  recognition  of  the  potential  contribution  of  agriculture 
through  growth  of  traditional  markets  such  as  cattle  and  poultry 
feed,  plus  an  emphasis  upon  added  new  markets  for  ethanol, 
industrial  uses,  and  biodegradable  cornstarch  products  could  help 
avoid  such  problems  in  the  future.   When  adopted  into 
governmental  policy,  it  could  have  more  potential  for  corn  than 
the  claimed  markets  from  GATT  and  NAFTA. 

An  example  is  provided  by  the  current  considerations  by  the 
EPA  that  could  require  30  percent  of  all  oxygenates  used  in 
reformulated  gasoline  come  from  a  renewable  source,  such  as 
ethanol.   By  the  adoption  of  such  policies,  our  government  will 
help  ensure  growth  for  new  products,  and  help  reduce  our 
dependence  upon  imported  petroleum. 

It  means  that  the  need  for  ethanol  which  was  evident  as  long 
ago  as  the  oil  embargo  crisis  of  the  1970 's  has  been  realized  and 
will  have  a  role  in  a  new  national  energy  strategy. 

It  also  means  that  agriculture  and  farmers  will  be  given  the 
opportunity  to  develop  the  continual  supply  of  feed-stock  which 
has  been  a  concern  to  financiers  and  marketers  who  have  in  the 
past  been  concerned  about  the  supply  of  such  feed-stock. 

These  companies  are  not  concerned  about  the  price,  they  are 
concerned  about  availability.   We  have  never  seen  the  situation 
where  if  there  was  a  price  for  corn,  that  corn  would  not  be 
produced.   It  is  important  that  demand  be  developed  in  a  growing, 
steady  manner  than  the  wild  fluctuations  we  have  seen  in  the 
past. 

The  1995  Farm  Bill  must  above  all  address  the  farm  income 

question.   There  are  many  that  do  not  want  to  even  say  farm 

income,  but  as  farmers,  we  will  judge  this  bill  on  the  bottom 
line... farm  income! 
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ACGA  and  TCGA  believes  the  loan  rate  should  be  raised  to 
narrow  the  gap  between  target  and  loan  rates  which  will  reduce 
government  outlays.   For  this  program  to  operate  correctly, 
supply  management  must  be  used.   The  CRP  must  be  extended  to 
protect  the  gains  made  in  conservation.   USDA  estimates  slightly 
less  than  a  9  billion  bushel  corn  crop  for  this  year.   We 
certainly  don't  need  more  acres  in  corn. 

If  the  acres  come  back  into  crops,  payments  will  be  made  and 
program  costs  will  increase.  This  money  would  be  better  spent  to 
extend  the  CRP  contracts  with  some  modifications. 

We  would  have  a  strategic  corn  reserve  to  meet  a  disaster  if 
federal  officials  had  not  decided  to  empty  the  reserve  to  lower 
prices.   We  must  have  a  food  and  feed  reserve  to  protect  farmers 
and  constimers  in  case  of  an  emergency. 


REVIEW  OF  GENERAL  OUTLOOK  FOR  FARM 
ECONOMY  AND  COMMODITY  PROGRAMS 


THURSDAY,  JULY  14,  1994 

House  of  Representatives, 
Subcommittee  on  General  Farm  Commodities, 

Committee  on  Agriculture, 

Washington,  DC. 
The  subcommittee  met,  pursuant  to  call,  at  10:35  a.m.,  in  room 
1302,  Longworth  House  Office  Building,  Hon.  Bill  Sarpalius  (chair- 
man of  the  subcommittee)  presiding. 

Present:  Representatives  Long,  Dooley,  Minge,  Pomeroy,  Sten- 
holm,  Barlow,  Williams,  Emerson,  Ewing,  Doolittle,  and  Dickey. 

Also  present:  Representative  E  (Kika)  de  la  Garza,  chairman  of 
the  committee. 

Staff  present:  Gary  R.  Mitchell,  minority  staff  director;  Glenda  L. 
Temple,  clerk;  Caroline  Anderson,  James  A.  Davis,  Merv  Yetley, 
and  Neil  P.  Moseman. 

OPENING  STATEMENT  OF  HON.  BILL  SARPALIUS,  A 
REPRESENTATIVE  IN  CONGRESS  FROM  THE  STATE  OF  TEXAS 

Mr.  Sarpalius.  The  subcommittee  will  come  to  order. 

There  is  no  question  that  the  1995  farm  bill  will  be  budget  driv- 
en. The  House  recently  voted  in  favor  of  reducing  Ag  appropria- 
tions by  10  percent,  or  $3  billion  in  real  money,  for  fiscal  year  1995. 
This  reduction  is  $600  million  less  than  what  the  administration 
requested. 

The  agricultural  entitlement  program  can  be  viewed  as  a  success 
story  for  all  other  entitlement  programs,  as  it  is  the  only  entitle- 
ment program  to  see  a  decline  in  monetary  outlays.  Agricultural 
outlays  in  regards  to  the  commodity  programs,  excluding  food 
stamps  and  the  WIC  programs,  have  decreased  from  a  high  of  $26 
billion  in  1986,  down  to  an  estimated  $12  billion  in  1994,  with  fur- 
ther reductions  expected  in  1995. 

Agriculture  continues  to  play  a  role  in  both  the  NAFTA  and  the 
pending  GATT  trade  agreements,  as  evidenced  in  the  42.5  billion 
dollars'  worth  of  agricultural  exports  for  1993-1994,  with  a  positive 
net  trade  balance  of  $18  billion  per  year. 

Today's  hearing  is  a  continuation  of  our  previous  hearing  held 
June  29,  on  this  same  topic  regarding  the  economic  forecast  for  pro- 
duction agriculture.  Keith  Collins,  Acting  Administrator  for  Eco- 
nomics with  the  USDA,  presented  an  excellent,  in-depth  testimony 
at  our  last  hearing  detailing  the  administration's  economic  projec- 
tions for  farm  commodities.  In  particular,  Mr.  Collins  mentioned 
the  possibility  of:  One-half  to  two-thirds  of  CRP  land  returning  to 
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production;  1994  being  the  first  year  since  the  early  eighties  that 
farmers  do  not  have  idle  acreage  eligible  for  program  payments  and 
price  support  loans;  increased  planting  flexibility;  maintaining  U.S. 
competitiveness  in  the  world  market  in  regards  to  marketing  loans 
and  EEP;  and  the  decrease  in  CCC  outlays. 

Additionally,  all  of  our  producer  groups  further  testified  as  to  the 
effects  of  NAFTA,  GATT,  budget  constraints,  and  the  1995  farm 
bill  on  the  farm  economy  and  their  respective  commodities. 

Once  again,  my  objective  for  this  morning  is  to  conduct  an  in- 
formative hearing  in  order  for  my  colleagues  and  I  to  more  fully 
comprehend  the  economic  problems  facing  our  farmers  today,  and 
to  find  a  way  to  work  together  to  solve  these  problems. 

Again,  I  wish  to  thank  all  of  you  for  your  attendance  and  being 
here  at  this  hearing  today,  and  I  want  to  call  on  my  friend  from 
the  State  of  Missouri  if  he  would  like  to  make  any  opening  re- 
marks. 

OPENING  STATEMENT  OF  HON.  BILL  EMERSON,  A  REP- 
RESENTATIVE IN  CONGRESS  FROM  THE  STATE  OF  MISSOURI 

Mr.  Emerson.  Thank  you,  Mr.  Chairman. 

First  of  all,  I  want  to  thank  you  for  holding  this  hearing.  It  is 
an  important  forum  on  a  matter  crucial  to  our  farming  and  ranch- 
ing communities.  Today,  we  are  going  to  have  the  opportunity  to 
take  a  primary  overview  of  our  agricultural  economy  in  order  to  re- 
inforce the  critical  nature  of  our  Federal  farm  programs.  Current 
Federal  farm  programs  continue  to  play  a  significant  role  in  sus- 
taining economic  enterprise  among  various  agribusinesses  and  re- 
lated Main  Street  commerce. 

The  makeup  of  any  Federal  farm  program  encompasses  a  broad 
range  of  issues.  With  the  increasing  complexity  of  domestic  and 
international  consumer  and  producer  issues,  balancing  these  inter- 
ests poses  a  significant  challenge  to  the  future  of  Federal  farm  pro- 
grams. I  hope  we  can  today  begin  the  process  of  molding  and  shap- 
ing the  direction  of  American  agricultural  policy  while  laying  the 
groundwork  for  future  generations  of  rural  Americans. 

Unfortunately,  as  you  mentioned,  the  budget  constraints,  and, 
unfortunately,  production  agriculture  has  been  impeded  through 
the  continued  erosion  of  the  farm  budget,  and  particularly  so  this 
year.  The  agriculture  appropriations  bill  recently  approved  by  the 
full  House  is  a  prime  example  of  how  this  administration  and  the 
Congress  are  slashing  into  the  agriculture  budget  in  order  to  redi- 
rect money  to  the  social  agenda.  And,  clearly,  this  is  a  path  that 
the  interests  of  production  agriculture  and  the  small  communities 
that  depend  on  our  farming  and  ranching  efforts  can  ill  afford. 

Further  inhibiting  production  agriculture,  the  administration's 
Clean  Water  Act  reauthorization  plan  could  easily  make  the  exist- 
ence of  farm  programs  a  mute  point,  as  this  plan  would  effectively 
drive  small  to  mid-size  family  farm  operations  out  of  agricultural 
production.  In  a  business  such  as  agriculture,  where  profit  margins 
are  vulnerable  to  weather  and  marketing  conditions  beyond  the 
control  of  the  local  producer,  the  imposition  of  more  red  tape,  more 
federally  mandated  land-use  management  plans,  more  EPA  man- 
dates, and  more  uncontrollable,  built-in  costs,  such  as  those  created 
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by  the  EPA's  citizen  action  suit  proposal,  can  only  guarantee  the 
erosion  of  marginally  profitable  family  farm  operations. 

Securing  the  plentiful  supply  of  food  and  agricultural  products 
for  the  consumers  of  this  Nation  and,  very  often,  the  rest  of  the 
world,  has  got  to  remain  the  principal  reasoning  behind  our  contin- 
ued agricultural  existence. 

While  the  1990  farm  law  solidified  our  world  position,  it  is  clear 
that  we  must  take  the  current  farm  condition,  along  with  the 
present  Federal  farm  programs,  and  build  upon  them  so  that 
American  agriculture  will  prosper  from  now  into  the  future.  Like- 
wise, this  is  going  to  entail  a  firm  commitment  from  the  adminis- 
tration to  protect  the  investment  in  our  agricultural  livelihood  na- 
tionwide. 

Let  us  also  bear  in  mind  that  the  formulation  and  continued  im- 
plementation of  Federal  farm  policy  has  had  a  profound  impact 
upon  the  creation  and  sustaining  of  jobs  throughout  rural  America. 
The  economic  vitality  of  our  local  communities  continues  to  hinge 
on  the  success  of  our  agricultural  and  related  industries. 

A  prosperous  rural  economy  means  greater  opportunities  for  the 
local  folks  who  sell  the  farm  implements,  that  drive  the  grain  and 
livestock  trucks,  deliver  the  feed,  market  the  seed  and  fertilizer, 
and  process  the  fruits  of  our  harvest  so  as  to  maintain  our  position 
as  the  most  efficient  and  reliable  supplier  of  the  world's  food  needs. 

So  Mr.  Chairman,  I  look  forward  to  working  with  you  and  our 
other  subcommittee  and  full  committee  members  to  achieve  this 
goal. 

Mr.  Sarpalius.  Thank  you. 

Would  our  distinguished  chairman  of  the  full  Ag  Committee, 
Chairman  de  la  Garza,  like  to  make  any  remarks? 

The  Chairman.  No,  thank  you,  Mr.  Chairman,  I  would  not  like 
to  take  time  away  from  the  witnesses  who  are  here.  Thank  you 
very  much. 

Mr.  Sarpalius.  Thank  you. 

Our  first  panel  will  be  Dr.  Abner  Womack,  who  is  the  codirector 
of  Food  and  Agricultural  Policy  Research  Institute,  University  of 
Missouri-Columbia;  and  Dr.  Edward  Smith  with  the  agricultural 
and  food  policy  center,  Texas  A&M  University. 

Let  me  mention  that  your  entire  written  statements  are  part  of 
the  record  and  if  you  would  like  to  summarize,  we  would  certainly 
appreciate  it. 

STATEMENT  OF  ABNER  WOMACK,  CODIRECTOR,  FOOD  AND 
AGRICULTURAL  POLICY  RESEARCH  INSTITUTE— FAPRI,  UNI- 
VERSITY OF  MISSOURI-COLUMBIA 

Mr.  Womack.  Thank  you,  Mr.  Chairman. 

As  you  mentioned,  I  am  a  member  of  a  large  consortium  of  uni- 
versities, included  in  the  Food  and  Ag  Policy  Research  Institute, 
and  we  have  recently  completed  our  baseline  analysis  plus  other 
studies  that  I  will  use  as  a  reference  for  my  comments. 

As  you  know,  we  are  supported  by  congressional  funds  to  evalu- 
ate policy  options  as  an  outside  neutral  opinion.  Some  observations 
relative  to  our  research,  many  of  these  have  already  been  discussed 
and  are  areas  of  concern  with  the  committee,  but  I  think  our  re- 
search would  reconfirm  your  concerns. 
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First  of  all,  this  voluntary  farm  program  is  fairly  delicately  bal- 
anced around  a  broad  set  of  objectives  in  order  to  make  it  work. 
Our  analysis  indicates  it  should  cost  somewhere  between  $10  to 
$14  billion  a  year. 

The  current  outlook  with  funding  sustained  at  this  level  is  fairly 
optimistic  for  crops  and  livestock.  On  the  crop  side,  net  returns  are 
at  traditional  levels  reflecting  low  set-asides  and  improvement 
input  costs,  even  though  Government  supports  have  been  declining. 
Livestock  signals  are  mixed,  but  have  benefited  from  the  lower  loan 
rates  and  improved  input  situation. 

GATT  and  NAFTA  in  general  appear  to  be  slow  but  improving 
winners  for  most  of  agriculture,  but  concern  is  down  the  road  in- 
volving the  current  pattern  of  budget  cuts. 

We  had  a  first  look  at  this  potential  in  April  of  1993  when  the 
FAPRI  team  was  asked  to  analyze  the  impact  of  a  $5  billion  budget 
cut,  where  savings  came  in  the  Ag  sector  primarily  from  three 
areas,  increasing  the  flex  from  15  to  25  percent,  eliminating  0/92 
and  50/92,  and  increasing  assessments  on  dairy  and  nonprogram 
crops. 

We  estimated  very  little  difference  between  program  participants 
and  nonparticipants  by  the  end  of  the  decade  in  terms  of  their  net 
returns.  And  this  begins  to  signal  several  red  flags. 

First  of  all,  the  underpinning  of  this  program  is  beginning  to  un- 
ravel with  not  enough  money  to  hold  farmers  in  the  programs;  sec- 
ond, this  implies  less  than  normal  funding  than  we  have  tradition- 
ally had  for  the  conservation  and  environmental  thrust;  third,  less 
than  normal  funding  for  Government  stock  activity,  for  food  secu- 
rity; fourth,  greater  risk  to  the  livestock  industry  with  higher  input 
cost  variability;  fifth,  greater  risk  in  maintaining  or  ensuring  an 
adequate  trade  supply;  sixth,  less  than  normal  funds  for  food  as- 
sistance; and  seventh,  greater  risk  for  food  price  increases. 

We  have  had  the  opportunity  to  evaluate  the  implications  of  a 
drought  of  the  magnitude  of  1988  under  the  current  stock  situa- 
tion, and  even  though  we  may  have  a  good  crop  coming  this  year, 
if  we  should  have  a  drought  of  that  magnitude  in  the  next  3  years, 
it  would  have  a  devastating  impact  on  the  livestock  and  crop  sector 
with  serious  consequences  for  the  food  prices. 

So,  in  general,  there  is  a  major  concern  with  regard  to  the  ability 
to  adequately  maintain  a  viable  agricultural  industry  under  this 
type  of  voluntary  farm  program  structure  if  budget  cuts  of  previous 
magnitudes  continue. 

Again,  Mr.  Chairman,  I  thank  you  for  the  opportunity  to  appear 
before  the  subcommittee.  FAPRI  and  other  members  of  our  consor- 
tium look  forward  to  working  with  the  subcommittee  and  the  full 
committee  on  the  debate  regarding  the  1995  farm  bill. 

[The  prepared  statement  of  Mr.  Womack  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Sarpalius.  Next  Dr.  Smith. 

STATEMENT  OF  EDWARD  G.  SMITH,  EXTENSION  ECONOMIST, 
MARKETING  AND  POLICY,  AGRICULTURAL  AND  FOOD  POL- 
ICY CENTER,  DEPARTMENT  OF  AGRICULTURAL  ECONOMICS, 
TEXAS  A&M  UNIVERSITY 

Mr.  Smith.  Thank  you,  Mr.  Chairman. 
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I  am  Ed  Smith  with  the  Texas  A&M  University.  We  are  one  of 
the  consortium  universities  that  Abner  discussed  in  his  opening 
statement.  Our  role  in  this  analytical  team  at  Texas  A&M  is  to 
monitor  the  economic  well-being  of  farms  and  ranches  across  the 
United  States,  and  if  I  could  refer  you  to  the  testimony  on  figure 
1,  page  6,  it  gives  you  just  a  brief  overview  of  where  these  75-some- 
odd  farms  and  ranches  in  the  United  States  are  located. 

In  the  interest  of  brevity,  at  the  request  of  the  committee,  I  am 
going  to  focus  comments  today  on  basically  the  35  farms  that  have 
wheat,  feed  grains,  cotton,  and  rice  as  their  primary  resource,  and 
save  the  livestock  and  dairy  for  another  time. 

What  we  do  in  consultation  with  the  land-grant  systems  in  each 
of  the  States  where  we  have  a  farm,  and  with  producer  panels,  is 
to  work  together  to  describe  the  economic  activity  that  takes  place 
on  one  of  these  farms.  In  fact  on  each  farm  in  each  region  we  can 
simulate  the  economic  activity  of  changes  in  farm  policy.  And  today 
I  am  going  to  talk  about  the  impact  of  extending  the  1990  farm  bill 
parameters  through  the  year  2001,  utilizing  the  baseline  that 
Abner  discussed  that  FAPRI  projects  and  using  FAPRI's  prices  and 
program  parameters  through  the  year  2001. 

When  I  walk  through  it,  I  want  to  mention  the  basic  assumptions 
that  we  use  on  these  farms.  Just  to  set  the  tone,  we  assume  each 
farm  starts  with  a  20  percent  debt  on  intermediate  and  long-term 
assets.  That  is  based  on  consultation  with  the  panel  and  a  USDA 
production  cost  and  return  survey. 

Our  farms  are  structured  in  such  a  way  that  the  payment  limits 
are  not  restrictive  in  this  analysis.  Each  farm  has  to  contribute  be- 
tween $25,000  and  $50,000  annually  to  family  living  or  return  to 
management,  if  you  will,  and  we  do  not  consider  off-farm  income 
in  simulations  of  these  operations. 

General  results,  then,  as  we  extend  the  farm  bill  parameters  out 
to  the  year  2001,  on  basically  all  farms  we  see  a  cost-price  squeeze. 
As  we  run  those  FAPRI  parameters  on  these  crop  farms  across  the 
country,  we  see  revenues  increase  on  average  about  11  percent  by 
the  year  2001  from  a  base  period  of  1992.  We  see  expenses  expand 
in  the  neighborhood  of  25  percent  or  greater. 

As  you  know,  FAPRI  in  their  projections  did  not  project  farm 
level  prices  for  any  of  the  program  commodities  to  exceed  target 
price  levels.  Therefore,  revenues  are  essentially  frozen  while  input 
costs  increase  with  inflation  and,  thus,  put  pressure  on  farm  in- 
come on  all  of  the  farms  that  we  studied. 

While  all  of  our  farms  feel  the  pressure  of  this  cost-price  squeeze, 
the  large  farms  appear  more  resilient.  While  large  farms  are  hurt, 
they  hold  up  a  little  better  than  our  moderate  scale  farms  in  each 
region.  The  exception  that  we  see  to  that  is  in  the  rice  operations 
where  the  large  and  moderate  size  farms  appear  equally  vulner- 
able. 

Cotton,  wheat,  and  rice  farms,  in  these  panels,  are  more  reliant 
on  Government  payments,  receiving  in  excess  of  15  percent  of  gross 
cash  receipts  from  direct  Government  payment  sources.  Therefore, 
farmers  growing  these  crops  are  more  vulnerable  to  the  actions 
that  reduce  support. 

I  left  out  feed  grains  in  that  list.  Most  of  our  feed  grain  programs 
have  soybeans  as  a  component  in  its  crop  mix,  and,  therefore,  are 
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not  impacted  by  changes  in  the  target  price  and  NFA  as  directly 
as  are  the  more  monoculture  farms  of  cotton,  wheat,  and  rice  that 
we  have  in  our  data  set. 

As  we  look  across  the  35  farms  where  we  might  see  hotspots,  cer- 
tainly we  see  structural  hotspots  that  I  indicated  in  terms  of  the 
moderate  scale  farms  being  pressured  by  this  cost-price  squeeze. 
Feed  grain  farms,  are  somewhat  better  off.  The  hotspots  that  we 
would  see  among  the  crops  would  occur  first  in  wheat  and  rice 
farms. 

If  I  may  take  you  through  the  individual  commodities,  just  in  a 
brief  overview.  We  monitor  10  feed  grain  farms  across  the  United 
States,  what  we  call  moderate  and  large  scale  farms  in  Iowa,  Mis- 
souri, Nebraska,  Texas,  and  South  Carolina.  As  we  look  at  those 
farms  under  the  FAPRI  baseline  projection  6  of  those  10  operations 
gain  in  net  worth  over  the  time  period. 

Four  of  the  feed  grain  farms  lose  equity  and  all  four  of  those 
farms  are  moderate  sized  operations.  The  only  moderate  size  oper- 
ation we  see  growing  in  real  equity  is  our  feed  grain  farm  in  South 
Carolina. 

For  illustrative  purposes,  if  you  could  turn  to  figure  2  on  page 
13  of  the  testimony,  I  will  just  briefly  walk  you  through  this  Iowa 
moderate  farm  in  terms  of  what  we  have  in  the  testimony  and  then 
leave  it  up  to  you  to  examine  most  of  the  other  charts. 

If  we  turn  to  the  figure,  for  each  of  the  graphs  in  the  upper  left- 
hand  corner  we  show  the  gross  receipts  over  the  period  as  esti- 
mated by  FAPRI  and  translated  to  these  farm  operations.  On  this 
Iowa  farm,  IGA760  acres,  the  receipts  are  trending  up  marginally 
over  the  period.  That  graph  will  give  you  a  visual  depiction  of  the 
level  of  farm  size.  You  see  that  moderate  Iowa  farm  is  running  at 
a  level  of  about  $200,000  in  gross  receipts. 

Immediately  below  that,  the  left-hand  lower  corner,  we  have  an- 
nual net  cash  farm  income.  It  is  total  cash  receipts,  including  Gov- 
ernment payments,  less  cash  expenses.  So  that  income  would  have 
to  cover  family  living,  principal  pa3rments,  taxes,  those  types  of 
things.  You  can  see  the  cost-price  squeeze  showing  up  on  the  farm 
as  those  net  cash  farm  incomes  drop  as  we  move  out  to  the  year 
2001. 

In  the  upper  right-hand  corner  is  a  graph  called  change  in  real 
net  worth.  That  graph  depicts  the  ability  of  this  farm  to  maintain 
equity.  If  the  graph  line  was  at  zero,  that  meant  that  the  farm  was 
just  able  to  maintain  the  real  purchasing  power  of  that  equity  in 
the  year  of  1992. 

What  we  see  on  this  Iowa  farm  is  that  it  is  able  to  maintain  eq- 
uity up  until  about  1997.  The  farm  then  loses  to  the  neighborhood 
of  about  15  percent  of  its  real  equity  by  the  year  2001  under  cur- 
rent projections. 

You  can  relate  that  graph  to  the  net  cash  farm  income.  As  a  rule 
of  thumb,  Congressmen,  when  net  cash  income  on  these  moderate 
sized  operations  fall  below  $50  thousand  or  so,  they  are  not  able 
to  cover  the  assumed  family  living  cash  requirements,  cover  their 
principal  payments  and  any  tax,  social  security  taxes  that  they 
may  be  required  to  pay. 

In  the  lower  right-hand  corner  of  the  graph,  it  says  probability 
of  remaining  solvent.  In  our  models,  what  we  do  is  we  have  a  bank- 
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er  that  looks  at  the  debt-to-asset  ratio  at  the  end  of  any  year,  or 
actually  the  equity-to-asset  ratio  if  that  equity-to-asset  ratio  falls 
below  15  percent,  then  that  farm  is  declared  insolvent.  So  while 
this  farm  is  losing  net  worth,  it  does  not  fall  below  the  15  percent 
net  equity-to-asset  ratio,  therefore,  the  farm  was  not  declared  insol- 
vent. 

Just  glancing  through  those  farms,  you  would  see  the  large  Iowa 
farm  is  about  IV2  times  the  moderate  size  farm,  in  terms  of  re- 
ceipts. The  farm  is  able  to  grow  throughout  the  period.  It  is  one 
of  the  most  efficient  farms  that  we  have  in  our  data  base  relative 
to  cost  per  dollar  of  revenue,  running  about  56  cents.  That  farm  ex- 
perienced growth  throughout  the  period. 

If  we  turn  to  the  next  graph  on  the  Texas  northern  plains,  it  is 
in  Moore  County,  north  of  Amarillo,  in  the  Sunray  region,  you  can 
see  the  moderate  sized  farms,  like  its  Iowa  counterpart,  have  a 
problem  out  in  1996  or  1997  in  terms  of  losing  real  equity. 

Its  large  scale  counterpart  in  the  same  region,  grows  like  its 
large  scale  counterpart  in  the  north.  However,  you  know  that  it, 
too,  starts  feeling  the  pressure  of  the  cost-price  squeeze  in  1997, 
1998,  and  that  relative  real  growth  starts  tailing  off  in  1999  and 
the  year  2000. 

We  monitor  eight  wheat  farms,  two  in  Washington,  two  in  North 
Dakota,  two  in  Kansas,  and  two  the  Colorado.  I  have  included  the 
Kansas  operations  for  this  analysis  here  today  on  figures  8  and  9, 
pages  19  and  20. 

In  Kansas,  you  notice  that  this  wheat  farm  is  considerably  small- 
er than  the  corn  farm,  in  the  $100,000  to  $150,000  gross  receipts 
range.  This  farm  is  significantly  impacted  over  the  period.  It  does 
not  have  the  size  and  scale  to  fund  family  living.  It  is  going  to  have 
to  subsidize  from  off-farm  sources.  The  farm  loses  real  net  worth 
in  1992  and  1993.  It  basically  held  its  own  under  the  projections, 
1994  through  2001.  This  farm  loses  82  percent  of  the  equity  on  the 
operation,  and  by  the  year  2001  would  effectively  be  out  of  busi- 
ness. 

It  is  not  atypical  of  the  other  wheat  farms  we  have  in  the  data 
base  set.  Only  the  large  operation  in  and  the  Palouse  region  of 
Washington  State  is  able  to  maintain  equity  under  the  period.  All 
other  seven  wheat  farms  lose  real  equity.  And  even  that  larger  op- 
eration in  Oregon,  is  just  able  to  maintain  equity.  It  does  not  grow 
to  any  real  extent.  It  just  holds  it  own. 

If  we  turn  to  cotton,  I  have  included  a  couple  of  regions,  the 
Texas  southern  high  plains,  which  is  south  of  Lubbock  in  Dawson 
County  and  the  California  operations  that  are  in  the  southern  San 
Joaquin  Valley  in  California,  in  Kern  County. 

Basically,  the  same  type  story  is  seen  in  the  southern  plains  cot- 
ton farms.  That  moderate  scale  operation  is  1,300  acres.  It  is  a  skip 
row,  which  means  they  have  800  to  900  acres  of  cotton  planted. 
Again,  the  levels  of  net  income  declined  from  the  cost-price  squeeze 
and  the  pressure  around  family  living  means  that  this  farm  effec- 
tively goes  out  of  business  under  the  analysis  if  something  does  not 
change  by  the  year  2001. 

Its  large  scale  counterpart  in  the  same  region  is  in  the  $400,000 
to  $500,000  gross  receipt  range.  It  is  able  to  maintain  its  equity  out 
to  1999,  and  then  it  loses  in  the  last  years  of  the  analysis  from  the 
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cost-price  squeeze.  Again,  the  income  trend  is  the  same.  For  this 
farm  the  solvency  ratios  on  that  moderate  cotton  farm  start  to  de- 
cline. They  decline  also  on  the  large  operation. 

We  have  six  cotton  farms  in  Texas,  two  in  the  southern  plains 
region,  two  in  the  rolling  plains  region  north  of  Abilene,  Jones 
County,  one  in  the  coastal  bend  and  one  in  central  Texas,  north  of 
Austin.  We  have  these  two  California  farms  and  two  Mississippi 
farms. 

The  farms  that  are  losing  equity  are  representative  of  the  farms 
in  the  rolling  plains.  Also,  losing  equity,  are  the  farms  in  the  Mis- 
sissippi Delta. 

The  California  operations,  you  see  both  of  those  farms  gain  eq- 
uity, both  the  moderate  scale  and  the  large  scale.  Again,  they  feel 
the  cost-price  pinch,  but  they  have  enough  income  to  cover  capital 
replacement,  family  living,  and  to  grow  somewhat,  although  that 
growth  is  tailing  off  in  the  last  years  of  the  analysis. 

We  also  see  growth  in  the  coastal  bend  and  central  Texas  oper- 
ation, in  the  same  magnitudes  as  the  California  operations. 

We  monitor  seven  rice  farms,  two  in  California;  two  west  of 
Houston,  in  Texas;  two  in  the  Missouri  boot  hill;  one  in  Arkansas. 
As  the  largest  producing  State,  I  have  included  the  Arkansas  chart 
for  your  reference. 

Again,  there  is  a  cost-price  squeeze  in  rice.  This  Arkansas  farm 
loses  14  percent  of  its  equity  by  the  year  2001.  Of  the  seven  rice 
farms  that  we  monitor  across  the  country,  only  the  moderate  Mis- 
souri operation  is  able  to  experience  any  real  growth,  and  that  Mis- 
souri operation  is  about  60  percent  dependent  on  rice  for  its  re- 
ceipts. Feed  grains  and  soybeans  are  the  other  40  percent  of  the 
revenues  on  that  operation. 

In  summary,  all  farms  are  feeling  pressure  from  the  cost-price 
squeeze  under  frozen  target  prices  and  increasing  input  costs. 
Larger  farms,  although  hurt,  appear  more  resilient  than  our  mod- 
erate scale  operations.  There  are  significant  hotspots  on  those 
farms  that  are  heavily  dependent  on  wheat  and  rice.  Feed  grain  op- 
erations appear  more  resilient  under  the  analysis. 

I  will  be  happy  to  answer  any  questions. 

[The  prepared  statement  of  Mr.  Smith  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Sarpalius.  Thank  you  very  much.  Both  of  you  gave  excellent 
testimony. 

Mr.  Sarpalius.  Dr.  Smith,  according  to  all  these  graphs  you  have 
here  for  us,  just  about  every  one  of  them  show  a  decline  in  annual 
cash  farm  income,  a  decline  in  the  real  net  worth,  in  just  about 
every  commodity  you  mention,  almost  every  segment  across  the 
country. 

In  determining  these  graphs,  did  you  account  for  any  of  the  trade 
agreements,  like  NAFTA  or  GATT  or  anything  that  we  are  looking 
at  down  the  road  on  that? 

Mr.  Smith.  Not  in  this  analysis,  Mr.  Chairman.  This  analysis 
just  looked  at  the  baseline  that  Dr.  Womack  talked  about.  Their 
April  baseline. 

We  have  analyzed  the  impact  of  GATT.  In  that  analysis  we  saw 
improvement  in  the  wheat  and  feed  grain  operations,  basically  no 
change  in  cotton  and  rice.  Although  we  would  see  only  a  7  to  10 
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cent  improvement  in  wheat  and  feed  grains,  it  would  help.  It  does 
not  change  the  general  direction  of  those  curves,  it  would  just  move 
it  up  somewhat.  But  primarily  beneficiaries  are  wheat  and  feed 
grain.  Soybeans,  cotton,  and  rice  hold  their  own  under  the  GATT 
analysis  that  we  conducted  with  FAPRI. 

Mr.  Sarpalius.  What  would  you  consider  to  be  the  one  driving 
factor  that  is  pushing  all  of  these  farms  down.  Down  to  the  point 
where  there  is  just  no  way  that  they  can  exist? 

Mr.  Smith.  It  is  basically  that  on  the  program  crop  farms  that 
we  have  here,  their  revenues  are  effectively  frozen  through  frozen 
target  prices  and  frozen  yields.  Their  input  costs  are  not  frozen  and 
increase  at  25  percent  over  the  period. 

You  put  that  input  cost  going  up  with  basically  effectively  frozen 
revenue,  and  the  cost-price  squeeze  is  pressing  net  cash  income 
down.  It  is  forcing  these  farms  to  try  to  get  the  economies  of 
scale — larger  operations.  We  are  likely  to  see  more  consolidation. 

Those  smaller,  moderate  sized,  what  we  call  the  bread  and  butter 
moderate  sized  farms  in  each  region,  effectively  does  not  have  the 
net  cash  income  to  sustain  a  $20,000  to  $25,000  family  living  with- 
drawal that  we  assume  for  them.  Therefore,  having  to  contribute 
to  living  expenses,  it  is  forcing  that  farm  to  refinance  itself  and 
pulling  it  down  in  the  longer  term. 

We  will  see  these  farms  most  likely  either  get  larger,  move  into 
other  alternatives  and/or  to  supplement  these  farm  operations,  as 
many  have  already,  with  off-farm  emplo3anent,  if  that  off-farm  em- 
ployment exists  in  a  region.  Many  of  these  are  in  areas  where  off- 
farm  employment  opportunities  may  be  limited. 

Mr.  Sarpalius.  When  you  back  up  on  these  graphs,  you  start  at 
1992,  and  I  am  sure  that  when  you  did  these  models  there  was  no 
way  of  predicting  at  that  time  weather  conditions  that  occurred 
throughout  the  country  with  the  floods  that  we  had,  where  some 
of  these  crops,  actually,  they  did  well  last  year. 

I  am  curious,  as  you  look  down  the  road  on  these  graphs,  they 
do  not  reflect  incidents  like  that,  or  if  they  do  not  reflect  opportuni- 
ties of  additional  markets,  and  we  are  under  the  constraints,  as  we 
are  as  I  said  in  my  opening  statement,  and  Mr.  Emerson  did,  that 
everybody  is  budget  driven.  What  recommendation  do  you  give  this 
subcommittee  if  we  are  going  to  be  looking  at  a  farm  bill  next  year, 
and  what  can  we  do  to  give  some  assurances  of  increasing  that 
farm  income  under  the  conditions  that  we  are  faced  with  on  the  Ag 
Committee? 

Mr.  Smith.  Let  me  preface  this  comment  with,  one,  Mr.  Chair- 
man, and  it  is  in  the  paper  but  I  should  have  made  it  clear  in  the 
opening.  Our  simulations  actually  begin  1994.  In  1992  and  1993, 
what  you  might  see  as  discrepancies,  say,  between  the  northern 
high  plains  grain  farm  and  the  Iowa  operation.  It  does  take  into 
account  the  actual  yield  responses  and  price  responses  in  those 
years  and  the  simulation  is  for  the  outyears  which  assumes  aver- 
age yield.  That  is  why  we  see  revenues  fall  in  1993  in  the  Iowa 
farm  and  revenues  increase  in  the  northern  plains. 

As  you  know,  irrigated  agriculture,  did  not  take  the  yield  loss 
they  did  in  Iowa  due  to  the  floods  and  we  got  the  positive  impact 
of  the  price. 
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As  far  as  your  question  in  the  outyears,  there  is  a  myriad  of 
things  farmers  and  ranchers  and  policymakers  can  do  to  try  to  im- 
prove the  economic  well-being  of  any  of  these  farms.  And  we  get 
that  question  a  number  of  times.  It  is  virtually  impossible  to  come 
out  with  a  system  of  best  practices  that  might  occur.  Our  best  an- 
swer for  you  at  this  point  in  responding  to  that  type  of  question 
is  we  develop  what  we  call  net  income  adjustments.  They  are  meas- 
ures of  what  type  of  increase  in  receipts  we  would  have  to  see  on 
these  operations  in  order  for  them  to  be  able  to  maintain  real  eq- 
uity. 

In  those  feed  grain  operations,  if  we  looked  at  those  farms,  we 
would  have  to  see  an  infusion  relative  to  their  current  cash  receipts 
of  from  4  to  7  percent.  Or  we  would  have  to  see  their  cost  of  pro- 
duction decline  relative  to  the  receipts  until  their  economic  im- 
provement approximated  4  to  7  percent  of  the  cash  receipts  on 
those  farms.  That  probably  is  achievable  within  research,  education 
on  the  efficiency  side,  it  probably  is  achievable  in  marketing,  but 
there  is  going  to  be  pressure  on  those  moderate  farms.  But  4  to  7 
percent  likely  is  achievable. 

Same  thing  when  we  go  to  the  wheat  farms.  They  are  more  vul- 
nerable. We  would  have  to  see  revenue  on  those  farms  that  are  los- 
ing equity  on  those  moderate  scale  operations  in  the  neighborhood 
of  15  to  20  percent.  Likely  that  that  type  of  operation  is  going  to 
have  trouble  under  any  policy  scenario,  any  research  scenario,  im- 
proved technology  scenario,  or  improved  management  scenario  as 
we  move  out  in  the  future. 

There  is  going  to  be  significant  transition  in  those  wheat  farms 
and  consolidation  as  those  farms  try  to  reach  greater  economies  of 
scale.  It  is  going  to  take  necessary  financing.  Althernatively  those 
farms  are  likely  to  join  part-time  hobby  farming  operations. 

In  cotton,  again,  the  farms  that  lost  money  or  are  losing  real  net 
worth  in  cotton,  other  than  that  moderate  sized  southern  plains 
farm  which  just  does  not  have  the  economy  of  scale  to  generate  suf- 
ficient income  could  maintain  equity  if  they  could  improve  their  re- 
ceipts in  a  4  to  8  percent  range. 

The  rice  farms,  again,  feel  pressure  across  the  board.  They  re- 
quire a  11-  to  15-percent  increase  in  receipts  before  those  farms 
could  maintain  equity. 

Now,  how  as  a  policjrmaking  body  you  could  achieve  those  levels 
of  returns  from  a  Government  standpoint,  given  the  budget  pres- 
sure, is  what  you  guys  are  paid  for.  But  that  is  the  level  of  returns 
we  have  to  see  for  those  farms,  Mr.  Chairman. 

Mr.  Sarpalius.  Mr.  Emerson. 

Mr.  Emerson.  Thank  you,  Mr.  Chairman. 

We  who  are  involved  in  agriculture  on  a  daily  basis  know  that 
the  ultimate  objective  of  agricultural  programs  is  to  provide  and  as- 
sist the  American  consuming  public  with  an  adequate  supply  of 
food  and  fiber  at  a  reasonable  cost  to  the  consumer.  That  objective, 
which  is  very  real,  is  very  often  lost  in  its  communication  to  the 
American  public. 

We  read  stories  of  a  tax  on  agricultural  programs  and  confusion 
in  the  public  mind  about  what  agricultural  programs  are  really  all 
about;  the  need  to  have  stability  in  our  agricultural  system. 
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Dr.  Womack,  you,  in  your  opening  statement,  I  think  put  exceed- 
ingly well  the  current  farm  program  is  delicately  balanced  around 
a  set  of  interlinked  objectives.  These  include  adequate  income  for 
crop  and  livestock  producers.  After  all,  that  is  only  fair,  given  the 
fact  that  they  face  uncertain  markets,  the  vagaries  of  nature — a  lot 
of  factors  that  other  people  in  small  business  do  not  have  to  con- 
tend with — an  adequate  supply  of  food  at  reasonable  prices,  main- 
taining a  variable  export  market,  maintaining  adequate  stocks  in 
the  event  of  short  crops,  protecting  the  input  industry,  encouraging 
conservation,  and  environmentally  sound  practices,  and  the  eco- 
nomic enhancement  of  rural  areas,  and  all  of  this  to  be  achieved 
at  the  least  cost  to  the  Government. 

Now,  you  have  noted  that  traditionally  meeting  these  objectives 
has  required  outlays  of  around  $10  to  $14  billion  a  year.  And  you 
suggest  that  managing  this  type  of  program  entailing  these  objec- 
tives at  significantly  below  these  levels  will  not  achieve  all  of  those 
objectives.  Budget  pressures,  you  say,  are  beginning  to  unravel  the 
necessary  management  options  for  a  balanced  set  of  objectives,  and 
you  say  that  red  flags  are  beginning  to  emerge,  based  on  your  anal- 
ysis, that  will  signal  the  end  of  traditional  farm  programs.  And  in- 
centives for  remaining  in  farm  programs  will  be  extremely  low,  and 
the  Government  stock  activity  for  food  security — I  think  that  is  an 
absolutely  critical  two  words  there — that  the  Government  stock  ac- 
tivity for  food  security  will  be  nonexistent. 

I  think  if  the  American  public  was  aware  of  that,  if  this  was  to 
be  adequately  communicated  to  them,  we  would  see  a  level  of  sup- 
port out  there  for  the  maintenance  of  agriculture  at  no  less  a  level 
than  the  current  budgets  allow  for.  Yet,  there  is  this  constant 
drumbeat  that  we  are  going  to  wring  it  out  of  the  agricultural 
budget. 

The  chairman,  regrettably,  has  just  had  to  leave,  but  he  has  a 
famous  chart  he  shows  from  time  to  time  about  how  it  has  already 
been  wrung  out  in  agriculture  and  there  is  not  anything  more  to 
wring  out. 

I  think  that  this  is  a  very  serious  situation,  and  you  have  gone 
on  to  say  that  these  risks  and  their  implications  represent  the 
tough  questions  to  be  dealt  with  during  the  1995  farm  bill  debate, 
and  I  could  not  agree  with  you  more.  You  stated  it  very  well. 

Anything  you  can  do,  and  you  do  have  credibility.  I  mean,  we  are 
just  a  bunch  of  politicians  who  go  out  and  preach  this  message,  but 
theoretically  we  have  very  selfish  interests  to  serve.  But  you  are 
highly  respected  people  in  your  knowledge  of  agriculture  and  in  the 
academic  world,  and  I  think  that  you  can  speak  with  an  objectivity 
that  we  cannot. 

I  encourage  you  to  promote  this  message  wherever  you  can,  be- 
cause I  think  it  is  very  real  and  that  the  American  people  need  to 
have  a  far  greater  understanding  of  what  is  at  stake  in  these  pro- 
grams. 

In  my  opening  statement  I  criticized  somewhat  the  budget  shifts 
that  have  occurred.  We  are  shifting  from  programs  that  meet  the 
objectives  that  you  say  we  must  address  in  the  1995  farm  bill.  We 
are  shifting  resources  in  order  to  address  social  concerns,  which  are 
very  real  and  very  legitimate.  But  if  we  do  not  have  adequate  food 
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security,  all  of  the  resources  in  the  world  that  we  may  put  in  the 
social  programs  are  not  going  to  do  us  that  much  good. 

And  consequently,  I  am  very  alarmed  by  your  statement,  having 
worked  with  you  for  many  years.  I  know  you  are  not  prone  to  over- 
statement, but  you  have  sounded  here  an  alarm  that  I  think  is  one 
that  should  be  taken  very  seriously,  and  I  am  glad  that  you  have 
focused,  as  you  have,  to  present  this  real  picture  to  us. 

Now,  you  lay  out  some  large  areas  of  concern  that  you  have 
based  on  the  statement  that  I  have  just  referred  to,  and  outlined 
for  us  the  consequences.  What  I  want  to  ask  you,  and  I  regret  we 
are  limited  in  time,  maybe  we  can  come  back,  what  I  want  to  ask 
you  is  not  so  much  to  answer  today,  I  do  not  think  you  can  answer 
today,  but  in  your  list  of  consequences  here,  as  we  approach  the 
writing  of  the  farm  bill  next  year,  and  I  know  that  you  two  gentle- 
men will  be  very  much  involved  with  us,  as  you  always  have  been 
as  we  come  to  these  undertakings,  that  you  would  be  thinking  very 
seriously  about  how  you  would  prioritize  those  consequences. 

If  we  are  going  to  get  into  this  syndrome  where  ultimately  our 
very  food  security  may  be  threatened,  what  are  the  different  lines 
of  defense  that  we  had  better  be  preparing  ourselves  for?  You  give 
us  a  whole  list  of  them  here,  but  they  are  not  prioritized. 

And  as  you  are  pondering  and  thinking  to  next  January  and  the 
commencement  of  the  process  here,  I  hope  you  will  ponder  very  se- 
riously the  prioritization  of  the  consequences  of  what  dramatically 
reduced  budgets  for  agricultural  programs  are  going  to  present  us 
with. 

I  am  sorry  we  are  on  such  limited  time,  but  your  statement  is 
profound,  and  I  hope  everyone  here  will  at  least  have  a  chance  to 
have  a  copy  of  the  statement  and  read  it  and  think  very  seriously 
about  it. 

Thank  you,  Mr.  Chairman. 

Mr.  Sarpalius.  Ms.  Long. 

Ms.  Long.  I  have  no  questions,  thank  you. 

Mr.  Sarpalius.  Mr.  Dooley. 

Mr.  Dooley.  Thank  you,  Mr.  Chairman.  I  have  some  questions 
in  light  of  some  of  the  information  that  both  of  you  presented. 

Even  in  light  of  what  we  see  as  some  deterioration  in  net  farm 
income  and  perhaps  equity  positions  of  various  farms,  do  either  of 
you  expect  that  you  will  see  any  land  come  out  of  production? 

Mr.  WOMACK.  We  have  made  the  baseline  assumption  that  CRP 
would  not  be  extended.  And  the  analysis  is  evaluated  around  the 
probability  that  about  50  percent,  60  percent  of  that  land  would 
come  back  into  production.  So  the  rest,  or  the  remainder  of  the 
land  either  goes  under  0/85  or  back  into  pasture  or  is  left  fallow. 

So  about  60  percent  of  the  land  that  is  in  the  CRP  probably 
would  be  returned  if  we  do  not  extend  it,  and  that  would  mean  that 
we  would  increase  our  area  across  all  of  our  commodities  gradually 
over  1  year  of  about  1,500,000  acres  a  year,  about  15  million  acres 
over  the  next  10  years.  Very  gradual. 

Mr.  Dooley.  So  neither  of  you  would  anticipate  that  we  would 
see  a  decline  in  production  of  the  basic  farm  program  commodities 
under  the  baseline  assumptions? 

Mr.  WoMACK.  No,  we  have  a  gradual  improvement  over  time. 
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Mr.  DOOLEY.  I  see,  gradual  improvement.  And  that  is  where  I 
come  back  to.  The  issue  is,  is  our  food  security  threatened  even 
under  this  scenario,  even  where  there  will  be  a  realignment  in 
some  of  our  farms.  But  production  in  terms  of  U.S.  aggregate  pro- 
duction, we  should  not  expect  to  see  any  real  deterioration?  In  fact, 
we  are  going  to  see  some  modest  increase? 

Mr.  WOMACK.  Well,  it  is  again  associated  with  the  risks  that  we 
are  getting  into  without  carrying  Government  stocks.  Traditionally, 
we  have  carried,  and  we  do  have  $150  million,  I  think,  in  legisla- 
tion for  wheat  stocks,  wheat  reserves.  But  we  do  not  have  that  kind 
of  security  in  other  stocks  and  we  have  gotten  low  here  recently. 
And  with  the  36  million  acres  in  the  conservation  reserve  program, 
we  are  running  very  low  set-asides  that  has  been  posited  for  the 
crop  side.  But  on  the  bottom  side  of  it,  these  stocks  are  not  replen- 
ishing. 

The  alarming  side,  we  have  run  two  analyses  that  are  alarming 
and  they  set  the  parameters,  I  guess  the  edges,  and  one  of  them 
is  the  analysis  I  discussed  with  another  $5  billion  cut.  That  just 
untangles  the  program  with  regard  to  incentives. 

The  second  one  we  have  run  that  is  a  bit  alarming,  is  that  in 
1990,  Chairman  de  la  Garza  called  our  unit  and  asked  us  to  make 
a  run  to  demonstrate  the  relationship  between  farm  programs  and 
the  consumer  food  security,  so  it  really  gets  at  your  question. 

In  1990,  we  had  just  come  through  the  1988  drought.  So  what 
we  did  to  try  to  make  that  statement  was  that  we  took  the  1988 
drought  and  reran  it,  but  we  reran  it  without  all  those  stocks  we 
had.  We  had  about  4.3  billion  bushels  of  corn.  We  reran  it  with  2 
billion,  which,  incidentally,  is  below  where  we  are  now.  And  when 
we  did  that,  it  shot  food  prices  up  over  a  5-year  period  of  about  $40 
billion.  And  the  net  of  it  was  that  the  stocks  that  we  were  carrying 
cost  about  $15  billion.  So  $25  billion  was  saved  and  really  the  con- 
suming public  did  not  know  that. 

So  always  when  we  look  at  the  programs,  and  Mr.  Emerson  is 
correct,  we  will  go  down  that  list  and  try  to  find  where  the 
vulnerabilities  are,  and  that  vulnerability  is  coming  out  higher 
than  we  traditionally  have  had  it  the  way  we  are  currently  struc- 
tured in  our  farm  program. 

Mr.  DooLEY.  What  would  be  the  expectation  if  we  came  up  with 
a  mechanism  to  ensure  the  maintaining  stocks  that  would  elimi- 
nate some  of  the  potential  vulnerabilities  in  terms  of  the  food  secu- 
rity? What  would  be  the  expectation  of  the  impact  of  a  program  of 
that  nature  on  net  farm  income? 

Mr.  WOMACK.  I  think  it  will  turn  out  to  be  associated  with  what 
happens  to  the  livestock  industry  and  eventually  the  consumer,  but 
a  severe  drought  really  works  over  our  livestock  industry  and  3 
years  down  the  road  we  lose  demand  for  our  major  crops.  So  it  gets 
our  livestock  sector  then  it  turns  around  and  picks  us  up  on  the 
crop  side. 

So  to  let  that  go,  significantly  get  out  of  line,  has  longer  term  im- 
plications. Many  will  argue  the  market  will  carry  those  stocks,  but 
at  the  moment  we  need  to  reexamine  that  issue  and  determine 
whether  we  really  feel  that  that  is  the  case. 

We  are  not  exactly  free  market  here  with  36  million  acres  in  the 
conservation  reserve.  And  that  fit  well  previously,  but  the  question 
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is,  does  it  fit  well  now  with  the  other  things  we  are  doing,  that 
level  of  reserves. 

Mr.  DOOLEY.  Just  one  final  question.  In  the  baseline,  was  there 
any  consideration  for  increase  yield  per  acres? 

Mr.  WoMACK.  Yes.  We  have  a  technological  increase  at  the  rate 
of  trends,  about  IV2  bushels  a  year  of  com,  V2  a  bushel  of  soybean 
and  so  forth. 

Mr.  DoOLEY.  Thank  you  very  much. 

Mr.  Sarpalius.  Mr.  Minge. 

Mr.  Minge.  I  read  with  interest.  Dr.  Womack,  your  statement 
and  I  am  wondering  if  there  is  anjrthing  that  you  could  say  to  am- 
plify the  comments  about  industrial  uses  of  feed  grains  and  vegeta- 
ble oil  that  would  indicate  whether  this  development,  especially 
with  ethanol,  is  expected  to  have  much  of  an  impact  on  price? 

Dr.  Womack.  We  do  have  ethanol  built  into  our  system  now,  and 
it  is  one  of  the  sustaining  factors  on  the  feed  grain  side  at  the  mo- 
ment that  has  been  a  positive  force  in  the  demand.  Especially  with 
our  export  side  being  under  pressure.  And  that  is  another  area  of 
concern,  although  I  did  not  put  it  in  the  list  of  priorities.  But  cer- 
tainly it  is  beneficial  to  agriculture  to  push  in  those  new  directions 
as  much  as  we  can,  and  that  should  be  mixed  into  the  equation 
when  we  look  at  the  food  security  side. 

I  think  if  we  reexamine  again  the  stock  issue,  we  can  have  all 
those  things,  we  can  push  for  all  of  it,  but  we  need  to  be  careful 
about  the  balance.  It  is  just  to  say  that  the  pressures  that  we  have 
now  with  regard  to  this  delicately  managed  farm  program,  it  is  a 
voluntary  program  and  it  takes  a  certain  amount  of  money  to 
achieve  all  these  things.  As  we  pull  them  back,  some  are  going  to 
drop  out.  And  I  think  all  of  them  are  possible.  And  I  do  not  want 
to  alarm  anyone,  they  are  certainly  possible,  but  we  just  run  great- 
er risks  when  we  go  in  and  pull  money  without  thinking  about  all 
of  the  objectives. 

Mr.  Minge.  If  the  ethanol  program,  that  is  the  reformulated  gas- 
oline program  and  the  provision  that  30  percent  of  the  fuels  are  to 
have  a  renewable  fuel  additive  at  the  10  percent  level,  if  that  were 
derailed  by  litigation  or  otherwise,  if  it  ended,  what  do  you  expect 
would  be  the  decrease  in  corn  prices? 

Mr.  Womack.  Well,  about  a  100  million  bushel  decrease  in  corn 
demand  within  the  year  after  the  crop  is  gone  is  about  5  to  7  cents. 
So  that  we  could  increase  our  export  market,  for  example  by  100 
million  bushels,  price  should  increase  about  5  to  7  cents,  or  if  we 
decrease  100  million  bushels  domestic  price  will  decline  5  to  7 
cents,  the  next  year  you  will  see  it  come  back  in  increased  ARPS. 

Mr.  Minge.  One  debate  that  has  raged  is  whether  the  price  pres- 
sure on  farmers  inevitably  leads  to  larger  scale  operation.  Do  you 
have  any  opinion  on  that? 

Mr.  Womack.  I  think  my  colleague  from  Texas  might  be  better 
equipped  to  answer  that  question. 

Mr.  Minge.  OK,  Dr.  Smith. 

Mr.  Smith.  I  think  certainly  the  observation  that  we  have  on  the 
panel  farms  again  are  that  those  larger  farms  are  a  little  more  re- 
silient. They  are  hurt  but  they  are  a  little  more  resilient.  They  do 
experience  some  economy  of  scale  in  terms  of  equipment  and  labor 
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that  we  do  not  have,  in  most  instances,  on  our  moderate  scale 
counterpart. 

Unless  there  is  off-farm  opportunity  with  which  to  subsidize  that 
farming  operation,  these  pressures,  I  suspect,  are  going  to  push  for 
greater  consolidation  in  agriculture. 

Mr.  MiNGE.  As  price  pressure  has  this  effect  on  pushing  toward 
consolidation  or  increased  efficiency  in  operation,  do  you  see  that 
putting  more  stress,  less  stress  on  the  environment  where  the 
farming  operation  is  conducted? 

Is  it  harder  to  implement  and  maintain  sound  environmental 
practices  in  the  farming  operation  if  there  is  financial  stress  on 
that  farming  unit? 

Mr.  Smith.  Certainly  with  financial  stress.  I  was  getting  into  the 
question — I  thought  the  question  was  leading  to  whether  a  larger 
scale  could  be  better  able  to  handle  environmental  regulations. 

Mr.  MiNGE.  Well,  that  is  next. 

Mr.  Smith.  Yes,  certainly  with  financial  pressure,  you  are  going 
to  try  to  maintain  your  base  program,  and  on  the  margins  those 
things  could  take  a  hit,  yes. 

Mr.  MiNGE.  Does  it  increase  the  pressure  too  toward  larger  scale 
farming? 

Mr.  Smith.  I  did  not 

Mr.  MiNGE.  In  a  larger  scale  farm  is  there  more  pressure  on  the 
environment? 

Mr.  Smith.  More  pressure  on  the  environment? 

Mr.  MiNGE.  Yes. 

Mr.  Smith.  I  would  not  necessarily  make  that  conclusion. 

Mr.  MiNGE.  That  would  be  a  neutral  factor. 

Mr.  Smith.  Yes. 

Mr.  MiNGE.  There  has  been  a  lot  of  discussion  about  sustainable 
agriculture  and  whatever  that  means  in  terms  of  a  strict  definition. 
Do  you  see  that  these  price  pressures  will  make  it  more  difficult 
for  farmers  to  think  to  follow  practices  that  generally  are  included 
within  that  broad  term  or  that  phrase,  sustainable  agriculture? 

Mr.  Smith.  The  farm  is  going  to  be  driven  by  economic  objectives 
first  and  foremost.  That  cost-price  pressure  is  going  to  pressure 
those  farming  operations  to  operate  within  the  economic  realities 
given  the  resources  that  they  have.  If  the  environmental  objective, 
so  to  speak,  or  practice  that  is  required  on  that  farming  operation 
is  a  cost  and  nonrevenue  enhancing,  then  those  types  of  environ- 
mental objectives  would  be  put  in  jeopardy. 

Mr.  MiNGE.  Thank  you. 

Mr.  Sarpalius.  Mr.  Ewing. 

Mr.  EwiNG.  I  have  no  questions. 

Mr.  Sarpalius.  Mr.  Barlow. 

Mr.  Barlow.  Going  on  the  concerns  that  Mr.  Minge  has  raised, 
if  you  get  a  dollar  of  increase  in  the  price  of  com,  what  does  that 
do  to,  say,  the  cost  of  gasoline?  Have  you  done  any  extrapolations 
along  that  line?  Tying  in  the  various  levels  of  com  prices  to  liquid 
fuel  prices. 
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Mr.  WOMACK.  We  have  done  that,  Mr.  Barlow,  and  I  can  send 
you  information  but  I  cannot  recall  those  numbers. 

Mr.  Barlow.  If  you  could  for  the  record,  I  would  appreciate  it 
very  much. 

[The  information  follows:] 
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MEMORANDUM 

Food  and  Agricultural  Policy 
Research  Institute  FAPRl 


August  16,  1994 

TO:  General  Commodity  Subcommittee 

Committee  on  Agriculture 
U.S.  House  of  Representatives 

FROM:         Abner  W.  Womack 

Co-Director,  Food  and  Agricultural  Policy  Research  Institute 
University  of  Missouri,  Columbia,  MO 

SUBJECT:    Relationship  between  the  price  of  com  and  the  cost  of  gasoline.   Line  939-950. 

RE:  HAG19525P,  Page  41,  Une  951 

Increases  in  com  prices  will  not  likely  effect  the  price  of  gasoline.  However  the  use  of 
com  for  ethanol  production  is  likely  to  decline.  Estimates  associated  with  the  feed  grain  models 
of  the  Food  and  Agricultural  Policy  Research  Institute  suggest  that  com  price  increases  in  the 
range  of  10  percent  above  longer  term  average  could  result  in  an  approximate  2  percent  decline 
in  com  uses  for  ethanol  purposes.  Likewise  our  model  indicates  that  a  10  percent  increase  in  the 
price  of  fuels  and  related  products,  would  encourage  the  use  of  com  for  ethanol  use  by  about  two 
percent.  Another  significant  variable  in  this  equation  is  the  estimated  consequences  for  changes 
in  the  excise  tax  exemption.  A  10  percent  increase  in  the  tax  exemption  yields  an  estimated  16 
percent  increase  in  the  use  of  com  for  ethanol  purposes. 

These  model  results  tends  to  confirm  major  structures  that  prevail  in  this  industry.  First, 
there  doesn't  appear  to  be  a  direct  link  between  increases  in  com  prices  and  increased  ethanol 
(fuel)  prices.  The  reason  is  that  ethanol  competes  in  the  oxygenated  fuel  market  with  MTBE. 
There  is  a  ready  supply  of  MTBE  both  domestic  and  intemationally .  Increased  feed  stocks  (com) 
cost  are  for  the  most  part  absorbed  by  ethanol  manufacturers  as  they  are  not  in  a  position  to  pass 
on  the  additional  costs.  The  same  story  applies  for  the  regular  fuels  market  where  ethanol 
competes  with  regular  gasolines~and  is  already  above  the  price  of  regular  unleaded.  This 
economics  confirms  a  traditional  problem  with  agricultural  based  products  for  industrial  uses.  As 
long  as  these  products  are  in  adequate  supply  markets  move  smoothly.  Shortages  or  conditions 
that  lead  to  higher  prices  of  feed  stocks  readily  call  in  substitutes,  normally  from  outside  the 
agricultural  industry. 

This  problem  has  been  long  recognized  and  debated.  The  solution  lies  in  adequate  reserves 
or  forward  pricing  mechanisms  that  will  assure  a  flow  of  products  at  fairly  constant  prices. 
Modeling  systems  such  as  those  maintained  by  the  Food  and  Agricultural  Policy  Research  Institute 
can  be  helpful  in  examining  options  ihat  leads  to  a  course  that  compliments  the  balance  of  interests 
to  agriculture  and  food  supplies  which  take  into  account  industrial  growth  of  ag  products. 
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Mr.  Barlow.  Do  you  feel,  both  of  you  gentlemen,  do  you  feel  that 
there  has  been  enough  research  analysis  work  done  by  the  Depart- 
ment, for  the  sake  of  the  Congress,  to  explore  the  infrastructures 
to  give  us  an  understanding  of  pricing  and  costs  if  we  are  going  to 
be  moving  to  using  renewable  resources? 

Corn  is  the  prime  example  now,  but  perhaps  there  are  some 
other  crops  in  coming  years.  What  infrastructures  are  needed  for 
storage  and  how  are  the  economics  going  to  be  supported  so  that 
we  do  not  run  short?  If  there  is  a  drought  in  1  or  2  years  and  we 
get  down  to  minimum  levels  in  reserves,  as  we  are  now,  could  we 
be  supporting  the  fuels  industry;  could  we  be  supporting  the  trans- 
portation sector  properly  without  massive  price  swings  and  disloca- 
tions? Do  you  think  there  has  been  enough  research  done  along 
these  lines  in  a  forward  thinking  way? 

Mr.  WOMACK.  I  think  the  questions  that  you  raise  are  exactly 
what  we  are  being  asked,  and  it  will  require  more  research. 

One  of  the  areas  that  is  associated  with  your  question  is  that  if 
we  are  able,  and  others  that  have  asked  questions,  if  we  are  able 
to  begin  to  move  in  a  lot  of  directions  industrially,  what  would  that 
mean  with  regard  to  the  rural  community?  And  we  are  just  begin- 
ning to  crank  up  with  similar  projects  that  Mr.  Smith  talked  about, 
representative  farms.  We  are  trying  to  come  up  with  models  that 
reflect  a  community  and  what  community  changes  might  occur  if 
we  move  in  that  direction. 

I  think  that  could  be  very  positive  for  our  rural  areas  in  a  lot 
of  respects.  But  we,  along  with  the  USDA,  will  have  to  do  a  lot  of 
work  to  demonstrate  that  and  I  think  we  look  forward  to  trying  to 
do  that. 

Mr.  Barlow.  My  feeling  is  anything  we  can  do  to  sell  more  crops 
and  find  more  uses  for  our  crops  will  help  our  rural  communities. 
What  I  am  particularly  concerned  about  is  if  we  do  make  the  turn 
toward  supplying,  say  30  percent  of  the  transportation  fuels  in  the 
Nation,  and  then  we  find  ourselves  running  into  2  or  3  years  of 
drought  or  limited  crop  yields,  what  is  that  going  to  do?  Is  that 
going  to  throw  us  back  to  having  to  retrench?  How  can  we  hedge 
against  that  now  with  an  infrastructure?  How  can  we  prepare  to 
make  sure  that  once  we  make  the  turn  we  are  not  going  to  have 
to  double  back  and  we  will  not  run  into  food  shortages  as  well,  be- 
cause we  are  burning  the  fuel  in  the  tank? 

Mr.  Womack.  I  think  the  easier  part  of  that  question  would  be 
associated  with  some  level  of  demand  that  we  expect.  And  then  the 
way  we  would  back  into  the  security  part  of  it  would  be  to  look  at 
the  risks  and  find  the  appropriate  level  of  stocks  to  carry  us 
through  those  risks. 

What  will  probably  happen  also  as  we  move  in  that  area,  we  will 
bring  some  marginal  land  in  that  we  do  not  currently  have  with 
some  of  the  biomass  and  other  options.  So,  again,  I  believe  if  we 
look  at  it  with  regard  to  the  total  agricultural  structure  we  can  find 
the  balance  and  push  in  those  directions  where  those  opportunities 
might  exist. 

Mr.  Barlow.  One  of  the  keys,  as  you  said,  would  be  maintaining 
the  stocks.  Would  we  have  the  storage  capacity  and  distribution  of 
storage  capacity  and  characteristics  of  storage  capacity  on  farm, 
river  port,  seaport  storage  capacities  to  service  both  food  as  well  as 
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fuel  needs?  Do  we  have  them  now?  Do  we  need  to  be  looking  for 
perhaps  some  infrastructure  developments  along  these  lines? 

Mr.  WOMACK.  I  would  think  that  I  would  be  more  comfortable 
with  research  to  determine  if  we  really  do.  And  I  suspect  if  we  turn 
in  the  direction  and  the  level  you  are  discussing  there  would  be 
structural  implications  that  need  to  be  reexamined. 

Mr.  Barlow.  And  would  you  supply  for  the  committee,  perhaps 
maybe  in  a  letter  form,  what  type  of  research  you  think  needs  to 
be  done  to  make  sure  that  we  have  infrastructure  that  if  we  ran 
into  worse  case  scenarios,  2  or  3  years  of  drought  or  limited  yields 
what  type  of  infrastructure  would  you  need  to  maintain  fuel  sup- 
plies within  proper  price  ranges  so  we  are  not  looking  at  $1.50  or 
$2  a  gallon  for  gasoline,  as  well  as  bread  at  appropriate  prices  or 
the  corn  products  that  we  consume  at  appropriate  prices. 

Mr.  WoMACK.  I  would  be  delighted  to  do  so. 

Mr.  Barlow.  Thank  you.  Thank  you,  Mr.  Chairman. 

[The  information  follows:] 
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MEMORANDUM 


Food  and  Agricultural  Policy 
Research  Institute  FAPRI 


August  19,  1994 

TO:  General  Commodity  Subcommittee 

Committee  on  Agriculture 
U.S.  House  of  Representatives 

FROM:         Abner  W.  Womack 

Co-Director,  Food  &  Agricultural  Policy  Research  Institute 
University  of  Missouri,  Columbia,  MO 

SUBJECT:  Research  Necessary  to  Determine  the  Adequate  Level  of  Reserves  to  Insure  a  Balance 
in  Farm  Program  &  Policy  Management.  Requested  by  Congressman  Barlow.  Line 
1020-1029 


RE: 


HAG19525P,  Page  45,  Line  1035 


There  are  three  steps  associated  with  answering  this  question.  First,  a  large  scale 
econometrics  model  that  reflects  the  basic  structure  of  U.S.  and  foreign  agriculture  will  be 
required.  This  implies  a  system  large  enough  to  reflect  all  the  major  land  area  for  crop  production 
in  the  world  plus  a  strong  representation  of  all  the  major  livestock  and  dairy  industries.  These 
models  must  be  linked  together,  country  by  country,  so  that  trade  patterns  are  adequately 
reflected.  Also  the  models  must  trace  products  from  the  farm  gate  to  the  retail  market.  They 
must  react  to  information  from  the  general  economy  that  reflect  major  government  policies  and 
what  is  known  about  measures  reflecting  weather  and  climate. 

Additional  research  components  will  be  helpful,  representative  farm  models  similar  to  the 
type  developed  by  Texas  A  &  M  University  to  give  insight  into  farm  level  implications  and  rural 
community  models  that  reflect  impacts  across  the  entire  farming  community. 

All  these  models  must  react  to  government  policy  variables  and  contain  direct  linkage  to 
measurable  weather  variables  such  as  rainfall  and  temperature.  The  models  must  reflect  analytical 
capability  that  are  dynamic  in  nature,  or  have  the  capability  to  generate  longer  term  projections. 

Second,  these  models  must  be  linked  into  one  overall  system  such  that  weather  impacts  can 
be  measured  across  all  sectors.  The  models  must  be  capable  of  generating  a  reasonable  replication 
of  historical  events,  once  connected  and  also  contain  the  capability  of  generating  a  longer  term 
baseline  of  U.S.  and  World  agriculture.    The  baseline  would  reflect  among  other  things,  no 
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changes  in  government  policy  and  expected  average  weather  or  trend  yields.    If  useful  weather 
or  climate  foresight  capability  is  available  then  it  should  be  incorporated. 

Third,  several  scenarios  should  be  examined  relative  to  weather  shocks  and  various  levels 
of  industrial  uses  of  agricultural  products.  One  such  scenario  would  be  to  replay  the  weather 
pattern  of  the  1970's,  80's  and  90's  on  the  current  baseline.  What  would  happen  in  the  next  10 
years  if  we  experienced  the  sequence  of  droughts  and  good  years  containing  the  pattern  of  a  74, 
drought  and  freeze,  80,  83  and  88  drought?  Added  to  this  sequence  would  be  varying  levels  of 
industrial  uses  of  agricultural  products.  The  system  of  interrelated  equations  would  generate  likely 
consequences  for  all  crops,  livestock,  trade,  food  prices  plus  government  costs  and  net  farm 
income.   Representative  farm  and  community  models  would  also  reflect  regional  implications. 

As  these  measured  consequences  are  assessed  it  will  be  possible  to  consider  levels  of  stocks 
and  reserve  land,  both  in  the  U.S.  and  the  rest  of  the  world  that  lead  to  the  desired  level  of 
stability.  This  would  mean  finding  a  stock  objective  to  shoot  for  or  try  to  obtain.  If  stocks  are 
below  this  level  then  set  aside  programs  are  adjusted  to  increase  stocks  and  vice  versa. 

A  second  approach  involves  running  this  system  of  equations  a  large  number  of  times 
where  weather  is  chosen  randomly.  This  process  will  also  trace  out  price  ranges  and 
corresponding  stock  levels.  A  path  of  industrial  uses  at  a  planned  rate  of  growth  can  also  be 
included.  The  weather  shocks  would  be  taken  from  the  historical  pattern  of  weather  observed  over 
the  last  100  years. 

Ultimately  a  price  band  or  range  can  be  found  for  which  we  expect  ag  prices  to  remain  a 
large  percent  of  the  time,  95  % ,  if  certain  stock  levels  are  attained.  Likewise  government  exposure 
can  be  evaluated  relative  to  the  way  the  stocks  are  accumulated  and  released. 

It  is  the  case  that  a  wide  range  of  objectives  can  be  measured  in  such  an  analytical  system. 
The  best  combinations  can  be  chosen  that  minimizes  risk  but  also  allows  for  adequate  food 
supplies,  income  growth  for  farmers,  reasonable  supplies  for  exports,  encourages  conservation  and 
environmental  objectives,  protects  the  input  industry,  complement  rural  development  and 
minimizes  government  costs. 

This  system  is  similar  to  the  structure  currently  being  worked  on  in  the  combination  of 
universities  associated  with  the  Food  and  Agricultural  Policy  Research  Institute.  Continuous  work 
is  necessary  in  maintaining  these  systems  and  several  years  of  research  are  required  to  bring  them 
up  to  speed.  Agricultural  policy  is  significantly  enhanced  with  this  kind  of  framework.  Before 
decisions  are  required  for  legislation,  these  models  can  be  utilized  in  assessing  options  that  provide 
the  best  opportunities  for  the  total  food,  fiber  and  agricultural  industry. 

Where  should  these  systems  reside?  In  several  places  as  a  guide,  cross  check  and  training 
ground.  Prime  candidates  are  the  USDA,  Economic  Research  Service  (ERS),  Congressional 
Budget  Office,  Office  of  Management  and  Budget  and  institutes  such  as  FAPRI.  Additionally, 
encouragement  should  be  given  to  the  development  of  similar  systems  in  other  trading  countries 
around  the  world.  Scenarios  can  be  extremely  beneficial  in  trying  to  untangle  difficult  problems 
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asscKiated  with  growth,  development  and  trade.  If  these  models  adequately  reflect  the  underlying 
structure  of  the  industry  they  can  generate  a  longer  term  baseline  as  a  frame  of  reference.  This 
type  system  stands  a  strong  chance  of  making  viable  contributions  in  the  very  complex 
environment  of  policy  analysis  and  assessment.  One  of  the  significant  contributions  will  be 
strategies  that  represent  all  sectors  of  agriculture  including  food  production  and  food  security. 
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Mr.  Sarpalius.  I  want  to  follow  up  on  the  gentleman  from  Ken- 
tucky's line  of  thought,  and  I  appreciate  your  concern  of  stockpiles, 
but  as  we  look  back  in  the  eighties,  when  we  had  a  large  amount 
of  stockpiles  in  this  country  and  a  lot  of  your  prices  where  they  are 
driven  by  supply  and  demand,  we  had  a  large  supply,  demand  was 
not  as  high,  prices  went  down,  farmers  went  broke. 

And  when  you  look  into  the  1990's  and  we  have  seen  the  world 
change,  where  there  are  surpluses  in  Europe,  there  are  not  many 
stockpiles  in  Russia,  there  are  other  areas  around  the  world,  and 
as  we  move  to  try  to  compete  equally  and  fairly  around  the  world, 
it  is  more  difficult  to  try  to  reach  that  balance,  especially  when  you 
are  looking  at  a  farm  program  that  gives  more  flexibility  to  produc- 
ers on  what  crops  that  grow,  where  you  may  have  one  year  a  good 
cotton  year  and  next  year  a  bunch  of  farmers  want  to  grow  cotton 
and  prices  go  down.  Maybe  wheat  prices  go  up.  But  a  lot  of  it  is 
controlled  by  that  stockpile.  And  how  do  you  reach  that  balance 
that — and  also  taking  more  into  consideration  now,  probably  more 
than  ever  the  supplies  around  the  world,  as  you  compete  equally 
in  those  world  markets? 

I  appreciate  your  concern,  but,  at  the  same  time,  you  have  to  also 
be  careful  that  we  do  not  have  an  overabundance.  Am  I  right  or 
wrong? 

Mr.  WOMACK.  And  that  would  be  the  primary  driving  force,  I 
think,  behind  the  voluntary  program  that  we  have.  Because  we 
really  have  an  implicit  stock  objective,  and  when  it  gets  too  high, 
the  next  year  we  run  our  ARPS  up  and  the  next  year  we  lower  our 
ARPS.  It  has  always  had  some  Government  stocks  in  it.  Now  the 
Government  component  is  not  there,  and  I  think  that  is  more  the 
concern.  Not  that  we  could  not  keep  things  in  balance. 

But  right  now,  if  I  were  looking  at  the  stock  issue,  I  think  I 
would  look  at  the  expected  demand  around  the  average  prices  that 
we  have,  and  then  try  to  establish,  and  I  believe  that  is  what  we 
do,  the  area  that  is  necessary  to  meet  that  demand,  and  then  look 
at  the  uncertainties  associated  with  the  weather  and  add  that  com- 
ponent in  as  a  stock  component. 

So  we  cannot  project  weather.  We  back  into  it  by  carrying  re- 
serves, and  there  is  a  level  that  we  can  find.  If  we  go  beyond  it, 
we  have  overdone  it;  and  if  we  go  below  it,  we  are  at  too  much  risk. 
And  I  think  right  now  we  are  just  running  on  the  bottom  side  of 
that,  and  it  really  is  a  management,  implicit  management  of  this 
farm  program  because  it  is  voluntary  in  nature. 

Mr.  Sarpalius.  But  look  at  what  happened  last  year  with  the 
floods  that  we  had.  Do  you  not  think  that  the  stockpiles  that  we 
had  were  at  about  the  right  level? 

Mr.  WOMACK.  I  think  that  is  something  that  we  could  research, 
but  I  suspect  that  our  comfort  zone  is  about  1.8  to  2  billion  bushels 
of  corn  and  somewhere  between  800  to  1  billion  bushels  of  wheat. 
And  our  wheat  now  is  continually  run  below  what  those  traditional 
comfort  zones  have  been,  but  again  those  are  questions  I  think  we 
can  zero  in  on  and  give  a  lot  more  insight  by  asking  that  to  our 
models  and  let  it  play  with  that  risk  and  see  what  price  ranges 
come  back  out  of  it. 

Mr.  Sarpalius.  Mr.  Emerson. 

Mr.  Emerson.  Thank  you,  Mr.  Chairman. 
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I  think  there  is  a  general  feeling  that  GATT,  on  its  face,  is  a 
positive  development  for  American  agriculture,  but  we  have  a  seri- 
ous budget  scoring  issue  involved  that  could  result  in  a  significant 
reduction  in  the  agricultural  budget,  farm  budget  baseline.  And  re- 
cently Ms.  Long,  from  Indiana,  who  was  here  and  had  to  leave,  in- 
troduced legislation  to  help  ensure  that  we  do  not  lose  the  dollar 
amount  in  the  farm  program  baseline.  A  number  of  us  have  joined 
her  in  that  legislation,  and  I  am  wondering  if  you  have  had  the  op- 
portunity yet  to  look  at  that  proposition  and,  if  so,  what  do  you 
think  about  it? 

Mr.  WOMACK.  We  did  make  two  runs  on  the  GATT  this  year.  And 
it  turns  out  to  be  a  slow  gradual  winner  and  it  saves  Government 
money,  over  time,  and  it  does  increase  net  farm  income.  And  it  is 
an  indication  of  a  trap  that  we  have  gotten  ourselves  into  with  re- 
gard to  how  we  measure  the  budget.  Certainly  agriculture  is  going 
to  contribute  over  time,  where  we  may  have  a  near-term  short  cost, 
short-term  cost,  but  it  contributes  over  time  quite  significantly  to 
the  reduction  in  the  cost  of  farm  programs. 

Mr.  Emerson.  You  would  not  disagree  with  your  objective  of 
keeping  the  funds  in  question  as  to  how  they  are  scored,  of  secur- 
ing, trying  to  secure  them  into  the  agricultural  budget  baseline, 
though? 

Mr.  WOMACK.  I  think  what  would  be  a  very  positive  step,  would 
be  to  try  to  find  all  of  those  factors  that  agriculture  contributes  to 
and  get  recognition  and  credit  for  them.  And  the  GATT  would  be 
one  of  those. 

Mr.  Emerson.  Thank  you  very  much. 

Mr.  Sarpalius.  Any  other  questions? 

Mr.  DOOLEY.  Just  a  follow-up.  Regarding  some  of  the  programs 
that  we  are  reducing  to  be  GATT  compatible,  such  as  EEP,  MPP, 
I  imagine  you  have  done  an  analysis  on  what  the  impact  is  on  farm 
income,  net  farm  income  with  EEP,  and  was  that  what  you  were 
addressing  at  the  end? 

Mr.  WoMACK.  Yes,  we  have  done  that. 

Mr.  DoOLEY.  And  it  is  positive? 

Mr.  WoMACK.  Yes,  it  is.  In  fact,  I  have  an  estimate  here — assum- 
ing that  all  countries  participate  according  to  the  agreement — ^we 
have  net  farm  income  averaging  better  than  $1  billion  a  year.  It 
goes  up  gradually,  but  it  moves  up  above  $1  billion  and  stays  above 
|l  billion. 

Mr.  DoOLEY.  And,  again,  that  analysis  is  with  the  reduction  in 
EEP  under  GATT? 

Mr.  WoMACK.  It  did  contain  the  reduction  of  export  enhance- 
ment. There  were  two  things  that  really  turned  the  GATT  and  it 
is  controversial.  The  first  thing  that  was  very  positive  is  that  global 
income  goes  up  over  time.  And  it  is  better  than  a  1-percent  in- 
crease in  real  GNP.  The  second  thing  is  the  constraints  around  the 
world  are  lowered  for  us  to  trade  into,  and  we  put  those  together 
and  it  turned  out  to  be  positive  across  the  board  for  most  all  of  live- 
stock and  crops;  gradually  increases  over  time. 

Mr.  DooLEY.  Prior  to  1  year  ago,  what  was  the  FAPRI  analysis 
on  the  operation  of  EEP's  impact  on  farm  income,  under  the  status 
quo  with  the  dollars  we  were  spending  there? 
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Mr.  WOMACK.  I  am  not  sure  I  can  give  it  off  the  top  of  my  head, 
but  I  do  know  that  if  you  get  another  100  milHon  bushels  of  wheat 
as  a  result  of  our  enhancement,  it  is  about  20  cents  a  bushel.  It 
is  about  7  to  8  cents  a  bushel  for  100  million  bushels  of  corn,  and 
about  60  cents  a  bushel  for  every  100  million  bushes  of  soybeans. 
So  it  is  traceable.  We  can  certainly  trace  those  impacts. 

Mr.  DOOLEY.  Thank  you. 

Mr.  Sarpalius.  Any  other  questions? 

I  want  to  thank  both  of  you  gentlemen  for  coming  here  today. 
Your  testimony  was  excellent.  We  look  forward  to  working  with  you 
some  more  down  the  road. 

Mr.  WoMACK.  Thank  you. 

Mr.  Smith.  Thank  you. 

Mr.  Sarpalius.  On  our  second  panel  we  will  have  Mr.  Pete 
Wenstrand  with  the  National  Corn  Growers;  Mr.  Larry  Mitchell 
with  the  National  Farmers  Union;  Mr.  Tom  Asbridge  with  the 
American  Agriculture  Movement;  and  Mr.  Bob  Stallman,  president 
of  the  Texas  Farm  Bureau,  testifying  for  the  American  Farm  Bu- 
reau; Mr.  Ferd  Hoefner  with  the  Center  for  Rural  Affairs;  Mr. 
Wayne  Boutwell,  president  of  National  Council  of  Farmer  Coopera- 
tives; and  Kathy  Ozer,  executive  director  of  the  National  Family 
Farm  Coalition. 

Let  me  begin  by  thanking  each  of  you  for  coming  before  our  sub- 
committee today.  Some  of  you  traveled  some  good  distances  to  be 
here,  and  I  want  to  thank  you  for  your  time,  expense,  and  effort 
that  you  have  put  on  your  testimony.  All  of  your  testimony,  the 
written  testimony,  is  officially  in  the  record,  if  you  would  not  mind 
summarizing,  we  will  limit  it  to  about  5  minutes  each. 

Mr.  Wenstrand. 

STATEMENT  OF  PETE  WENSTRAND,  PRESIDENT,  NATIONAL 
CORN  GROWERS  ASSOCIATION 

Mr.  Wenstrand.  Thank  you,  Mr.  Chairman. 

Thank  you  for  the  invitation  to  present  the  views  of  the  National 
Corn  Growers  Association  regarding  the  economic  outlook  of  the 
U.S.  agricultural  sector.  I  am  Pete  Wenstrand,  president  of  the  Na- 
tional Corn  Growers  Association  and  a  farmer  from  Essex,  Iowa. 

Most  farmers  in  the  Midwest  are  encouraged  by  the  prospects  of 
good  crops  this  year  after  a  rather  devastating  1993  which  was 
marred,  we  all  know,  by  low  yields,  poor  quality,  and,  in  many  in- 
stances, total  crop  loss  from  flooding,  and  we  certainly  extend  our 
empathy  to  those  currently  suffering  from  the  floods  in  the  South- 
east. We  have  every  reason  to  expect  at  least  normal  and  poten- 
tially very  high  corn  yields  this  year  and  an  increase  in  returns 
from  crop  production. 

The  larger  crop  will  require  enhanced  efforts  to  utilize  corn  for 
both  domestic  and  export  markets.  One  such  initiative  is  the  EPA's 
clean  air  rule,  which  will  require  30  percent  of  the  oxygenate  in  re- 
formulated gasoline  be  derived  from  renewable  sources,  and  we 
have  heard  about  that  already  today. 

With  this  rule,  ethanol  produced  from  corn  will  provide  an  impor- 
tant source  of  renewable  oxygenate  to  help  reduce  urban  smog.  The 
increased  demand  for  com  as  a  direct  result  of  this  rule  will  pro- 
vide a  much  needed  stimulus  for  corn  prices.  I  do  want  to  take  this 
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opportunity  to  thank  those  members  of  this  subcommittee  who 
have  been  strong  advocates  for  the  use  of  ethanol.  We  appreciate 
that  very  much. 

Corn  demand  for  food  and  industrial  uses  has  steadily  increased 
for  the  past  two  decades.  We  expect  this  demand  to  continue  to 
grow  as  researchers  develop  new  products  that  rely  on  renewable 
energy  resources  rather  than  fossil  fuels.  Federal  funding  for  such 
research  is  critical  to  realize  the  full  potential  to  keep  the  momen- 
tum going  for  industrial  applications  of  agricultural  products. 

Domestic  feed  demand  remains  the  most  important  market  for 
U.S.  corn.  The  greatest  opportunity  for  increased  demand  for  corn 
as  livestock  feed  should  be  enhanced  world  trade  in  meat  and  meat 
products.  Countries  experiencing  strong  economic  growth  and  in- 
creased income  should  generate  new  demand  for  meat. 

The  United  States  is  the  largest  producer  of  corn  in  the  world, 
but  this  predominance  does  not  ensure  profitability  for  U.S.  produc- 
ers. We  must  compete  in  foreign  and  domestic  markets  with  other 
grains  that  can  be  readily  substituted  for  corn  and  livestock  ra- 
tions. 

European  Union  export  policies  have  the  effect  of  cheapening  the 
value  of  wheat,  which  has  displaced  corn  in  several  important  mar- 
kets. Meaningful  reform  of  predatory  export  policies  is  essential  to 
the  long-term  profitability  of  com  production. 

The  GATT  represents  the  first  step  in  reducing  export  subsidies, 
but  to  maintain  a  competitive  export  position  the  United  States 
should  redirect  savings  to  GATT-authorized  export  promotion.  The 
NCGA  strongly  supports  the  bill  introduced  by  Congresswoman 
Long  and  cosponsored  by  other  members  of  this  subcommittee.  It 
will  help  keep  American  agriculture  competitive  under  GATT. 

The  bill  would  require  USDA  to  aggressively  use  export  enhance- 
ment programs  to  the  extent  allowed  under  GATT  and  to  use  funds 
that  otherwise  would  have  been  used  for  export  enhancement  to  be 
redirected  to  other  export  promotion  programs.  Strong  consistent 
demand  for  exports  of  bulk  commodities  and  value-added  products 
will  greatly  enhance  our  position. 

Federal  policy  should  eliminate — when  we  take  a  look  at  farm 
programs,  Federal  policy  should  eliminate  impediments  to  sound 
agricultural  practices,  such  as  crop  rotations,  and  should  encourage 
farmers  to  conserve  our  natural  resource  base  through  research, 
education,  and  voluntary,  incentive-based  environmental  and  con- 
servation programs.  The  CRP  program,  the  water  quality  incentive 
program,  and  integrated  farm  management  program  are  examples 
of  programs  which  can  achieve  these  multiple  objectives.  We  all 
know,  unfortunately,  that  due  to  budget  constraints  these  pro- 
grams have  not  been  fully  utilized  and  we  understand  all  the  frus- 
trations involved  in  that. 

Concerning  the  CRP,  NCGA  supports  a  CRP  that  targets  the 
most  sensitive  areas  for  eligibility  with  some  increased  emphasis 
on  water  quality  and  tree  planting.  Expiring  contracts  that  will  be 
extended  should  be  subject  to  competitive  bidding.  Alternative 
uses,  such  as  haying  and  grazing,  should  be  encouraged  on  land 
that  will  not  remain  in  the  CRP.  Since  these  issues  will  not  be  re- 
solved before  the  first  contracts  expire,  NCGA  has  requested  1-year 
extensions  of  CRP  contracts  expiring  in  1995. 
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We  all  must  consider  a  wide  range  of  public  policies  that  directly 
impact  producer  profitability.  I  believe  it  is  important  to  note  at 
this  time  that  another  upcoming  legislative  activity,  the  reauthor- 
ization of  the  Clean  Water  Act,  has  the  potential  to  affect  corn 
farmers'  income  every  bit  as  much  as  the  next  farm  bill.  As  such, 
I  would  urge  all  members  of  the  subcommittee  to  support  the  refer- 
ral of  dean  water  legislation  to  the  Agriculture  Committee  once  it 
has  been  approved  by  the  Public  Works  and  Transportation  Com- 
mittee. 

Most  producers  need  adequate  crop  insurance  to  offer  protection 
from  the  capricious  nature  of  weather  and  enable  them  to  manage 
financial  risk.  The  pending  reform  of  the  Federal  crop  insurance 
program  should  afford  all  producers  a  minimum  level  of  protection 
when  faced  with  catastrophic  losses  and  should  also  make  higher 
levels  of  coverage  more  affordable  for  producers  who  need  more 
protection. 

As  we  look  to  the  1995  farm  bill,  we  find  that  the  existing  farm 
program  has  not  afforded  producers  any  increase  in  support  to  off- 
set the  higher  costs  of  production.  Program  yields  have  been  frozen 
since  1985,  and  producers  have  not  been  permitted  to  increase 
their  base  acres  without  leaving  the  program  for  one  or  more  crop 
years.  The  frozen  yields  and  bases  ignore  the  reality  of  changes  in 
tillage  practices  and  production  techniques  and  the  high  priority  on 
flexibility  to  achieve  environmental  goals. 

During  the  1990  farm  bill  debate,  the  NCGA  urged  adoption  of 
a  concept  called  freedom  flexibility,  and  to  save  some  time,  it  was 
basically  a  combining  bases.  Producers  had  a  25  percent  full  flexi- 
bility within  that  combined  base.  Unlike  the  budget-driven  flexibil- 
ity included  in  the  1990  act,  freedom  flexibility  would  have  pro- 
vided meaningful  two-way  flexibility  for  producers. 

Flexibility  that  would  allow  producers  to  shift  the  use  of  produc- 
tive resources  in  response  to  market,  agronomic,  environmental, 
and  conservation  considerations  remains  an  important  goal  for  us. 
While  we  have  not  endorsed  any  specific  approach,  and  I  will  reit- 
erate that,  NCGA  is  evaluating  how  a  normal  crop  acreage  pro- 
gram would  impact  corn  farmers.  We  have  discussed  a  concept  that 
would  include  all  program  crop  bases,  historic  oilseed  bases,  and 
historic  alfalfa  and  forage  crops  to  determine  the  normal  crop  acre- 
age. Producers  would  be  permitted  to  plant  the  appropriate  com- 
bination of  these  crops,  again,  given  market  expectations  and  agro- 
nomic and  environmental  considerations. 

Producers  would  have  to  comply  with  all  relevant  conservation 
provisions,  and  may  be  subject  to  an  acreage  reduction  requirement 
based  on  actual  plantings  of  program  crops.  A  producer's  acreage 
reduction  requirement  could  be  modified  to  provide  greater  flexibil- 
ity through  targeted  option  payments  which  would  adjust  the  ARP 
requirement  in  return  for  a  higher  or  lower  deficiency  payment 
rate.  An  increased  acreage  limitation  option  could  be  used  to  en- 
courage producers  to  develop  multiyear  set-asides.  Similarly,  pro- 
ducers could  also  elect  to  accept  a  reduced  deficiency  payment  in 
return  for  the  opportunity  to  lower  or  eliminate  their  acreage  re- 
duction requirement.  The  bottom  line  is  we  want  set-aside  poHcies 
to  assure  that  land  is  utilized  in  the  most  productive,  effective,  and 
profitable  manner. 
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Deficiency  payments  would  be  based  on  existing  program  crop 
payment  acres  and  program  yields.  Producers  would  not  be  re- 
quired to  plant  a  minimum  amount  of  the  program  crop  to  qualify 
for  the  deficiency  payment.  Neither  would  the  producer  be  disquali- 
fied for  planting  more  than  the  base  acres  to  the  program  crop,  un- 
less total  plantings  of  all  eligible  crops  exceed  the  normal  crop  acre- 
age on  the  farm. 

For  commodities  with  loan  programs  all  actual  production  would 
be  eligible  to  be  placed  under  loan.  Existing  marketing  loans  would 
be  continued  with  the  marketing  loan  for  wheat  and  feed  grains  set 
at  no  less  than  85  percent  of  the  5-year  average. 

This  is  just  a  basic  outline  of  how  a  normal  crop  acreage  program 
might  work.  Again,  I  will  stress  that  we  have  not  endorsed  this 
concept.  We  have  endorsed  flexibility  and  giving  producers  the  free- 
dom to  make  those  choices. 

We  intend  to  carefully  evaluate  the  impact  on  com  farmers  be- 
fore advocating  such  a  change  in  farm  programs.  Our  farm  bill  dis- 
cussions have  also  included  revenue  assurance  and  insurance, 
green  payments,  and  replacing  deficiency  payments  with  marketing 
loans,  and  these  proposals  also  deserve  careful  consideration. 

The  limited  flexibility  of  the  current  program  does  not  allow 
farmers  to  respond  to  the  multitude  of  changes  in  farming  that 
have  taken  place  over  the  last  decade  and  that  I  assume  will  con- 
tinue at  an  ever  rapid  rate  as  well.  The  1995  farm  bill  should  be 
designed  to  give  producers  the  freedom  to  manage  their  farms  in 
the  manner  that  will  best  achieve  the  goals  of  profitability  and  en- 
vironmental stewardship.  We  realize  that  this  subcommittee,  and 
we  all,  will  have  to  craft  a  farm  bill  that  complies  with  the  budget. 
We  do  welcome  the  opportunity  to  work  with  you  to  devise  a  farm 
program  that  works  for  farmers  under  these  constraints. 

I  thank  you. 

[The  prepared  statement  of  Mr.  Wenstrand  appears  at  the  con- 
clusion of  the  hearing.] 

Mr.  Sarpalius.  Thank  you. 

Let  me  mention  again  if  you  would  not  mind  summarizing  your 
statements. 

Mr.  Wenstrand.  Thank  you  for  your  indulgence. 

Mr.  Sarpalius.  Mr.  Mitchell,  National  Farmers  Union. 

STATEMENT  OF  LARRY  MITCHELL,  DIRECTOR,  GOVERNMENT 
RELATIONS,  NATIONAL  FARMERS  UNION 

Mr.  Mitchell.  Yes,  sir,  I  am  with  National  Farmers  Union,  and, 
Mr.  Chairman,  I  bring  you  greetings  from  our  national  president, 
Leland  Swenson,  as  well  as  Joe  Rankin,  president  of  the  Texas 
Farmers  Union. 

Briefly,  an  overview  of  what  you  are  asking  for  today  and  an 
overview  of  the  agricultural  economy  today,  there  have  been  a  few 
bright  spots  of  late.  We  had  Secretary  Espy  last  spring  increase 
loan  rates  for  storable  commodities  under  the  CCC  program.  We 
commend  the  Secretary's  initiative  and  urge  further  increases  in 
support  levels  for  all  commodities.  In  addition,  we  commend  Sec- 
retary Espy's  decision  to  proceed  with  advanced  purchases  of  dairy 
and  beef  products  for  the  school  lunch  program  as  requested  by 
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several  Members  of  Congress  as  well  as  the  National  Farmers 
Union. 

But  as  a  whole,  the  economic  outlook  for  the  U.S.  agricultural 
sector  today  is  very  unstable,  and  our  markets  are  extremely  vola- 
tile. For  years,  the  livestock  sector  has  kept  agriculture  as  a  whole 
or  as  what  we  have  always  referred  to  as  "in  the  aggregate,"  as 
they  say,  on  a  slightly  positive  footing.  But  for  the  first  time  in 
many  years,  cattle  prices  have  taken  a  serious  downturn,  and  it 
looks  as  if  these  low  prices  will  be  with  us  for  some  time  to  come. 
The  cash  price  for  Winter  wheat  in  Kansas  during  the  harvest  this 
year  had  fallen  below  the  $3  a  bushel  level.  Cotton  prices  are  expe- 
riencing significant  declines  recently.  Dairy  prices  are  again  on  the 
downturn.  I  have  had  reports  in  my  office  of  milk  in  California  at 
under  $10  per  hundredweight. 

The  economic  volatility  in  agriculture  has  been  further  desta- 
bilized by  the  very  mechanisms  which  were  founded  to  decrease 
volatility.  It  seems  since  midspring,  if  a  rain  shower  or  a  hot  dry 
day  occurs  on  LaSalle  Street  in  Chicago,  the  futures  markets  have 
reacted  with  price  movements  at  or  close  to  the  allowed  limits. 

Part  of  today's  discussion  deals  with  the  budget  constraints  and 
how  it  reflects  on  the  agricultural  sector's  economy.  The  United 
States  has  had  excellent  farm  programs  in  the  past  without  spend- 
ing large  sums  of  money,  as  we  do  today,  but  these  programs  have 
been  abandoned  and  now  there  is  no  question  that  budget  con- 
straints are  a  major  factor  in  farm  programs. 

They  have  taken  their  toll  on  production  agriculture.  We  have 
seen  implementation  of  payment  limits,  definition  of  persons,  triple 
base,  frozen  yields,  reductions  in  disaster  payments,  and  even  as- 
sessments, better  known  as  taxes,  on  producers  of  commodities 
that  are  in  no-net-cost  programs. 

Also,  part  of  today's  discussion  deals  with  current  pending  trade 
agreements.  The  National  Farmers  Union,  of  course,  recognizes 
that  international  trade  agreements,  when  properly  crafted,  can  be 
useful  vehicles  to  lessen  world  trade  tensions,  increase  develop- 
ment opportunities  and  economic  growth  rates,  and  increase  trade 
in  goods  and  services  for  the  betterment  of  humankind  as  a  whole. 

On  the  converse  side,  however,  is  a  poorly  crafted  international 
trade  agreement  can  heighten  trade  tensions,  do  serious  damage  to 
the  economics  already  in  place,  and  lower  the  standard  of  living  of 
people  living  in  the  countries  involved. 

The  economic  outlook  of  the  agricultural  sector  will  be  greatly  in- 
fluenced by  the  trade  agreements.  We  are  dealing  with  three  of 
them  currently:  The  Canadian  Free-Trade  Agreement,  the  North 
American  Free-Trade  Agreement,  and  GATT. 

The  fruits  of  the  Canadian  Free-Trade  Agreement  are  just  now 
ripening.  Last  week,  the  United  States  International  Trade  Com- 
mission found  wheat  imports  from  Canada  interfere  in  the  cost  and 
operation  of  the  wheat  program.  I  even  met  with  some  of  our  Mon- 
tana producers  this  week  that  are  still  unable  to  market  the  1993 
crop  because  of  the  glut  of  Canadian  wheat  in  their  systems  in  the 
northern  tier  States.  We  are  asking  President  Clinton  to  use  his 
authority  under  section  22  to  immediately  impose  sanctions  on  Ca- 
nadian wheat  imports,  but  the  problem  here  is  that  section  22  will 
no  longer  be  allowed  under  the  Uruguay  Round  of  GATT.  And  if 
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it  is  ratified  by  Congress,  how  will  we  then  be  able  to  correct  in- 
equities such  as  these? 

Of  course,  we  have  article  28  of  GATT,  but  it  requires  congres- 
sional action  and  I  am  real  curious  to  know  if  the  54  Members  of 
the  California  congressional  delegation  will  agree  to  concessions  for 
wine  exports  to  Canada  in  exchange  for  restrictions  on  Canadian 
wheat  imports  requested  by  the  three  Members  of  the  North  Da- 
kota congressional  delegation? 

The  Canadian  wheat  problem  is  but  one  of  many  problems  expe- 
rienced by  farmers  and  ranchers  on  both  sides  of  the  border.  The 
Uruguay  Round,  just  to  sum  it  up  right  now,  we  would  like  to  see 
Congress  postpone  acting  on  the  implementing  language  until  next 
year.  I  don't  believe  that  Congress  has  properly  focused  on  the 
problem,  and  we  would  like  to  see  it  put  off  until  next  year. 

We  are  just  now  finding  out  what  GATT  means  to  us.  In  the  last 
6  or  8  weeks,  we  have  had  several  economic  studies  released  telling 
us  what  we  can  expect  from  GATT.  A  couple  of  those  were  here 
today,  those  gentlemen.  Texas  A&M  has  told  us  that  we  are  look- 
ing at  a  2.9-percent  increase  in  the  price  of  a  bushel  of  corn  and 
a  3.4-percent  increase  in  the  price  of  a  bushel  of  wheat  by  the  year 
2001.  Those  are  minuscule,  at  best.  But  it  is  not  that  good  for  cot- 
ton and  rice  and  some  of  the  other  commodities,  and  today  I  re- 
quest of  you,  Mr.  Sarpalius,  Mr.  Stenholm,  and  Mr.  Combest,  you 
might  consider,  in  good  conscience,  if  you  could  ratify  a  trade 
agreement  which,  according  to  economic  research  done  by  our  own 
land-grant  college,  will  reduce  the  annual  net  cash  farm  income  of 
moderate-sized  cotton  farmers  on  the  Texas  southern  high  plains 
by  9.4  percent. 

Also,  according  to  the  A&M  study,  out  of  22  dairy  farms  in  10 
States,  reductions  in  net  worth  by  the  year  2001  were  projected  for 
87  percent  of  those  farms  studied. 

As  far  as  the  1995  farm  bill,  the  National  Farmers  Union  is  cur- 
rently working  on  a  program  that  would  direct  program  benefits  to- 
ward family  farmers.  It  would  deal  with  budget  constraints,  pro- 
ducer income  requirements,  trade  agreement  compliance,  and  stock 
carryover  levels  essential  in  the  event  of  natural  disasters. 

It  seems  my  time  has  run  out.  But  I  will  say  that  we  have  initi- 
ated some  studies  on  our  proposal.  The  ink  is  not  quite  dry  on  it, 
I  don't  have  a  whole  lot  of  specifics  on  it,  but  essentially  what  it 
would  do  is  allow  a  certain  amount  of  the  production,  the  initial 
production  to  be  eligible  for  a  loan  at  a  much  higher  rate,  and  pro- 
duction above  that  might  have  a  different  consequence.  Thank  you. 

[The  prepared  statement  of  Mr.  Mitchell  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Sarpalius.  Thank  you. 

Let  me  reiterate  that  this  is,  this  is  the  beginning  of  a  long,  long 
process.  We  will  have  many  opportunities  to  discuss  many  of  the 
proposals  that  some  of  your  organizations  have  already  offered  and 
look  forward  to  working  with  you. 

Next,  Tom  Asbridge,  American  Agriculture  Movement. 

STATEMENT  OF  TOM  ASBRIDGE,  EXECUTIVE  DIRECTOR, 
AMERICAN  AGRICULTURE  MOVEMENT,  INC. 

Mr.  Asbridge.  Thank  you,  Mr.  Chairman. 
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Mr.  Chairman  and  members  of  the  subcommittee,  on  behalf  of 
the  American  Agriculture  Movement,  I  wish  to  thank  you  for  the 
opportunity  to  appear  here  and  especially  from  our  president.  Bob 
Thornton  from  Ajina,  Texas,  to  you,  Mr.  Sarpalius. 

I  have  read  the  testimony  that  was  at  your  hearing  on  the  29th 
and  some  of  what  is  going  to  be  said  here  today.  I  run  a  certain 
amount  of  risk  in  my  position  on  it  and  I  think  I  would  preface  it 
by  saying  a  couple  of  weeks  ago,  I  was  in  the  Mississippi  Delta.  I 
was  traveling  behind  a  wagon  being  pulled  by  a  mule  and  the 
wagon  was  forced  off  the  road  by  a  truck,  and  the  mule  discon- 
nected from  the  wagon  and  he  broke  his  leg.  And  the  farmer,  who 
I  am  not  sure  was  a  Farmers'  Union  member,  although  he  had  a 
cap  and  the  wagon  had  a  Farm  Bureau  insurance  sticker  on  the 
back,  but  I  am  not  sure  if  he  was  a  Farm  Bureau  member. 

Anyway,  the  farmer  was  laying  in  the  ditch  and  the  Mississippi 
State  Trooper  arrived  and  looked  at  the  mule,  saw  he  had  a  broken 
leg,  and  promptly  shot  him.  He  went  over  to  the  farmer  and  asked 
him  how  he  was  feeling  and  he  said  absolutely  fme,  sir.  So  I  be- 
lieve that  is  sort  of  my  position  here  today. 

The  way  that  the  story  of  agriculture's  current  condition  has 
been  told,  it  seems  to  me  to  run  far  afield  from  the  reality  in  the 
countryside.  I  have  been  across  the  country  in  the  last  few  weeks 
and  I  am  a  rancher  from  southwest  North  Dakota  and  I  will  give 
you  as  quick  as  I  can  a  thumbnail  sketch  of  how  we  see  it  in  Amer- 
ican agriculture. 

In  the  past  few  weeks,  the  cattle  market  has  been  devastated. 
Feeding  losses  have  run  from  a  $100  to  $300  a  head. 

The  marketing  economist,  Harlan  Hughes,  from  North  Dakota 
State  University  has  projected  a  23  percent  net  income  reduction 
per  cow  this  fall,  followed  by  another  22  percent  decline  in  1995, 
and  another  11  percent  decline  in  1996.  That  puts  the  1995  net  in- 
come projection  at  47  percent  under  1993's. 

Our  position  is  that  is  going  to  increase  the  level  of  delinquencies 
in  farm  borrowers  across  the  Nation.  I  believe  in  the  Great  Plains 
area,  you  will  see  an  extremely  large  amount  of  delinquencies  in 
areas  where  there  is  a  cattle  concentration. 

The  price  for  Hard  Red  Spring  wheat  in  southwest  North  Dakota 
is  from  $1  to  $2  per  bushel  less  than  prices  received  during  harvest 
a  year  ago.  Winter  wheat  prices  hovering  at  $3  a  bushel  and  less, 
coupled  with  areas  of  drought  and  hail  and  other  problems  in 
Texas,  Oklahoma,  and  Kansas,  are  placing  a  significant  number  of 
those  producers  in  financial  stress. 

Corn  and  soybean  prices  are  weak,  but  the  prospects  for  a  very 
large  crop  this  year  will  tend  to  support  gross  income  in  those  re- 
gions. 

In  the  past  year,  according  to  USDA's  statistics,  the  1993  com 
crop  lost  $17.05  per  acre  nationally  after  $1.4  billion  in  subsidies 
were  paid.  The  1993  wheat  crop  net  income  per  acre  was  $8.05  per 
acre  after  nearly  $2  billion  in  subsidies  were  paid. 

The  1993  wheat  prices  were  so  low  that  without  the  subsidies, 
the  loss  would  have  been  $21.67  per  acre  for  every  acre  planted  in 
the  United  States.  Cotton  would  have  lost  an  all  time  high  of 
$115.49  per  acre. 
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When  you  travel  to  rural  America,  the  effects  of  these  losses  are 
obvious.  There  are  a  lot  of  vacant  buildings  out  there  and  a  lot  of 
rusting  equipment.  It  is  unquestionable  that  rural  America  is  in 
decline.  The  aging  of  the  population  in  rural  America  is  one  of  the 
direct  results,  we  believe,  of  these  policies. 

Current  pop-economic  theory  would  have  us  believe  that  NAFTA, 
GATT  and  any  other  mechanism  to  increase  exports  will  yield  the 
prosperity  we  so  desperately  need  in  the  agricultural  production 
sector. 

Careful  analysis  of  that  premise  will  yield  the  following:  If  we  ex- 
ported all  of  the  food,  all  of  the  feed  grains,  and  all  of  the  fiber  pro- 
duced in  this  country  between  1984  and  1990,  leaving  nothing  for 
Americans  to  eat  and  nothing  to  feed  the  livestock,  we  would  still 
be  short  $388.5  billion  of  balancing  the  trade  deficits. 

The  data  available  demonstrates  the  taxpayer  subsidies  deterio- 
rate prices  at  the  farmgate  thus  destroying  earned  net  income  and 
reducing  the  food  and  fiber  producers  of  this  country  to  the  position 
of  welfare  recipients  depending  on  the  Federal  dole,  and  today,  ac- 
cording to  testimony  here  in  the  statements  of  the  administration, 
an  ever  shrinking  budget,  to  provide  that  dole. 

The  record  also  proves  that  using  cheap  farm  exports  to  offset 
the  trade  imbalance  is  impossible.  Mathematics  clearly  proves  that 
exporting  our  way  to  prosperity  when  every  acre  grown  generates 
a  net  loss  to  the  national  economy  is  folly. 

We  as  producers  have  been  forced  to  produce  more  and  more  vol- 
ume each  year  in  a  futile  attempt  to  offset  falling  prices.  We  ask 
you  and  Congress  to  consider  this.  Federal  policy  to  keep  produc- 
tion up  and  prices  low  has  been  so  successful  that  the  United 
States  enjoys  the  lowest  priced  food  in  the  industrialized  world; 
prices  so  cheap  that  26  million  Americans  need  food  stamps  to 
consume  it. 

At  a  recently  held  Great  Plains  symposium  on  world  agricultural 
trade,  the  keynote  speaker  said  that  60  years  of  centrally  planned 
agriculture  has  not  worked  and  we  should  have  the  courage  to  con- 
sider releasing  our  own  farmers  from  this  burden. 

I  submit  to  you  the  policies  have  worked.  They  have  provided 
huge  volumes  of  raw  material  at  the  expense  of  the  producers  and 
ultimately  the  taxpayer  and  consumer.  The  policy  has  yielded  the 
appearance  of  cheap  food  for  the  political  establishment  to  use  as 
a  reelection  tool,  at  the  expense  of  rural  America,  the  sector  now 
almost  void  of  voting  power. 

America  has  come  to  view  farmers  as  chronic  complainers  on  a 
never-ending  quest  for  more  subsidy.  And,  in  part,  we  have  come 
to  Washington  for  decades  with  our  hats  in  our  hands.  Those  have 
been  the  parameters  allowed  to  us  by  the  political  system. 

We  have  had  a  fair  price  exchanged  for  a  welfare  check.  The  re- 
sult has  been  earned  income  replaced  with  debt.  Rural  America's 
prosperity  is  of  national  importance  and  we  need  a  policy  that  will 
replace  the  current  system  that  we  have  with  one  that  gives  in- 
come to  rural  America,  not  through  a  welfare  check,  but  through 
the  marketplace.  An  income  based  on  an  American  standard  of  liv- 
ing, not  one  of  a  world  standard  of  living. 

If  we  are  to  participate  in  a  global  economy  as  is  being  suggested 
today,  then  we  must  pursue  a  policy  that  raises  the  standard  of  liv- 
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ing  the  world  over  and  not  reduce  the  standard  of  Hving  here  to 
that  of  the  rest  of  the  world,  otherwise  we  will  have  more  of  the 
same  as  what  we  have  had  in  the  last  40  years,  a  declining  rural 
America  and  an  increasing  level  of  poverty  in  our  urban  centers. 

I  ask  you  and  Congress  to  consider  this  as  we  believe  this  is  the 
beginning  of  what  should  be  a  great  debate  on  a  new  farm  policy. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Asbridge  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Sarpalius.  Thank  you  very  much. 

Mr.  Bob  Stallman,  president  of  the  Texas  Farm  Bureau  testifying 
for  the  American  Farm  Bureau  Federation. 

STATEMENT  OF  BOB  STALLMAN,  PRESIDENT,  TEXAS  FARM  BU- 
REAU, ON  BEHALF  OF  THE  AMERICAN  FARM  BUREAU  FED- 
ERATION 

Mr.  Stallman.  Thank  you,  Mr.  Chairman. 

We  appreciate  the  opportunity  to  be  here  to  present  testimony. 

Improving  net  farm  income,  enhancing  the  economic  opportunity 
for  farmers,  and  preserving  property  rights  are  our  most  important 
goals  and  should  be  the  foundation  on  which  all  farm  policy  is 
built.  We  favor  a  market-oriented  agriculture  with  supply  and  de- 
mand, rather  than  government  action,  ultimately  determining  pro- 
duction and  price. 

Nevertheless,  until  worldwide  market  conditions  are  such  that 
farmers  can  realistically  expect  to  obtain  a  fair  return  for  their  pro- 
duction. Federal  farm  programs  must  be  designed  which  allow 
American  farmers  to  be  the  backbone  of  a  comprehensive  public 
policy  dealing  with  food  security. 

We  believe  U.S.  policies  affecting  agriculture  should  be  designed 
to:  One,  continue  to  ensure  that  U.S.  consumers  have  access  to  a 
stable,  ample,  safe  and  nutritious  food  supply;  two,  continue  to  im- 
prove the  environment  through  expanded  initiatives  to  encourage 
voluntary  soil  conservation,  water  and  air  quality  programs,  and 
advanced  technological  and  biotechnological  procedures;  three,  min- 
imize world  hunger  and  nutrition  deficiencies;  four,  create  a  long- 
term,  competitive  and  desirable  agricultural  growth  industry;  five, 
enhance  U.S.  agriculture's  competitiveness  in  the  world  market; 
six,  improve  the  quality  of  rural  life  and  increase  rural  economic 
development;  and,  seven,  promote  actions  which  will  permit  new 
concepts  to  be  introduced  that  will  allow  the  market  to  give  accu- 
rate economic  signals. 

The  general  farm  program  provisions  of  the  Food,  Agriculture, 
Conservation,  and  Trade  Act  of  1990  continue  to  move  the  United 
States  toward  a  market-based,  export-competitive  agriculture,  a  di- 
rection which  was  established  by  the  program  in  1985. 

We  support  that  general  direction  despite  what  we  consider  a 
disproportionate  share  of  the  deficit  reduction  burden  imposed 
upon  farm  programs.  We  oppose  modifications  in  farm  policy  that 
would  change  that  direction  away  from  the  market-oriented  goals 
of  competitive  loan  rates,  voluntary  stock  reduction  programs,  and 
income  supplements  as  farmers  move  toward  a  market-based  agri- 
culture. 
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There  continue  to  be  concerns  about  the  Federal  budget  deficit, 
with  both  Congress  and  the  administration  focusing  on  ways  to  re- 
duce Government  expenditures.  Frozen  program  yields,  unpaid  flex 
acres,  lower  target  prices,  and  dairy  program  assessments  have  re- 
duced Federal  program  payments  by  nearly  $21  billion  since  1989. 
These  cuts  have  been  real,  not  smoke  and  mirrors,  not  cuts  from 
some  projected  higher-level  budget,  but  real  and  painful  for  the  ag- 
ricultural sector.  These  impacts  have  been  felt  on  the  bottom  line 
of  many  farm  families  and  as  a  result  of  these  cuts,  net  cash  farm 
income  is  now  approximately  10  percent  lower. 

All  this  is  occurring  at  a  time  when  farmers  are  being  forced  to 
comply  with  more  restrictive  environmental  mandates. 

I  would  note  that  AFBF  supported  some  of  these  cuts,  such  as 
lowering  of  the  target  price  in  the  1985  farm  bill.  As  a  result  of 
these  reductions,  however.  Government  payments  to  farmers  are 
now  approximately  one-third  lower  than  they  would  otherwise  have 
been. 

Agriculture  is  currently  on  more  level  ground.  We  are  a  much 
leaner  and  meaner  industry.  Efforts  to  stem  the  loss  of  export  mar- 
kets to  our  foreign  competitors  by  keeping  loan  rates  competitive 
have  helped,  but  the  battles  for  export  markets  continues  to  be  a 
fierce  one  with  much  government  intervention,  especially  from  the 
European  Union  and  Japan. 

The  recent  passage  of  the  North  American  Free-Trade  Agreement 
and  the  pending  GATT  agreement  should  create  new  opportunities 
for  America's  farmers,  but  they  are  not  panaceas  which  cure  all  the 
trade  distortions  affecting  producers'  access  to  foreign  markets. 

With  respect  to  specific  general  farm  program  provisions,  the 
Farm  Bureau  is  currently  engaged  in  the  development  of  more  de- 
tailed proposals,  both  at  the  national  and  State  levels.  However,  on 
a  number  of  issues,  our  policy  is  clear. 

Farm  Bureau  opposes  any  income  means-test  applied  to  farm 
program  payment  eligibility  as  well  as  efforts  to  reduce  program 
benefits  through  lowered  payment  limitations  or  repeal  of  the 
three-entity  rule. 

If  a  payment  limitation  is  in  effect,  no  rules  in  defining  "a  per- 
son" should  penalize  farm  operators  who  legitimately  share  labor, 
equipment,  and  other  resources  as  a  normal  course  of  operation. 

Participation  in  any  Federal  or  State  water  projects  should  not 
adversely  affect  a  grower's  participation  in  any  USDA  farm  pro- 
gram. 

Producers  should  not  be  penalized  for  taking  action  based  upon 
inaccurate  guidance  from  USDA  officials.  If  a  repayment  is  re- 
quired as  a  result  of  such  action,  it  should  be  limited  only  to  prin- 
cipal. 

Tenants  or  landowners  should  not  be  denied  benefits  of  Federal 
legislation  on  any  farm  that  is  in  compliance  with  the  provisions 
of  the  program,  regardless  of  the  compliance  status  of  other  farms. 

ASCS  yield  procedures  should  be  amended  to  allow  producers  to 
furnish  actual  production  evidence  and  thereby  have  a  farm  pay- 
ment yield  which  is  based  on  proven  production  instead  of  the  cur- 
rent procedure,  which  is  based  on  outdated  yields  of  similar  farms. 

ASCS  should  provide  producers  with  flexible  programs.  This 
flexibility  could  be  offered  through  implementation  of  the  targeted 
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option  payment  program  or  through  prorated  deferral  of  the  repay- 
ment for  subtraction  from  subsequent  deficiency  payments. 

Several  key  issues  affecting  the  general  farm  program  provisions 
are  deserving  of  special  attention  in  the  upcoming  debate.  Among 
these  are  planting  flexibility,  acreage  reduction  programs,  and  ex- 
piration of  the  conservation  reserve  program  contracts,  environ- 
mental restrictions,  and  conservation  and  environmental  incen- 
tives. 

Increased  international  competition,  tighter  operating  margins 
and  reduced  governmental  support  all  call  for  more  allowance  for 
producer  flexibility  in  planting  decisions.  Currently,  most  planting 
flexibility  comes  with  a  cost  of  lost  income  support. 

Policy  options  for  the  1995  farm  programs  should  consider  allow- 
ance for  some  planting  flexibility  without  loss  of  program  benefits. 
In  addition,  establishment  of  a  mechanism  wherein  planting  flexi- 
bility could  be  extended  to  the  whole  farm  should  be  considered. 

There  is  some  evidence  that  acreage  reduction  programs,  particu- 
larly annual  set  asides,  have  contributed  to  a  loss  in  export  market 
share  and  have  only  been  partially  effective  as  a  price  support 
mechanism.  But  alternatives  to  annual  set-asides,  such  as 
multiyear  set-asides  designed  to  achieve  conservation/wildlife  habi- 
tat goals,  an  environmental  targeted  option  payment  program,  and 
a  flexible  CRP  program,  which  acts  as  a  natural  resource  reserve, 
should  be  explored. 

Modification  of  the  budget  rules  to  establish  a  baseline  budget  for 
the  extension  of  a  major  portion  of  the  CRP  without  extracting  the 
funds  from  the  price  support  programs  would  enhance  both  pro- 
grams. 

Modification  of  general  farm  program  provisions  to  include  incen- 
tives for  conservation-related  activities,  or  green  payments,  is  de- 
serving of  consideration.  However,  incentive  payments  should  not 
be  funded  by  reductions  of  direct  income  support  payments. 

The  additional  written  comments  provided  to  the  subcommittee 
are  attached  to  my  prepared  statement.  We  certainly  thank  you  for 
the  opportunity  to  be  here  today. 

[The  prepared  statement  of  Mr.  Stallman  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Sarpalius.  Thank  you,  Bob. 

Mr.  Sarpalius.  Next,  Mr.  Ferd  Hoefner  with  the  Center  for 
Rural  Affairs. 

STATEMENT  OF  FERD  HOEFNER,  WASHINGTON 
REPRESENTATIVE,  CENTER  FOR  RURAL  AFFAIRS 

Mr.  Hoefner.  Thank  you,  Mr.  Chairman,  for  this  opportunity  to 
testify.  The  average  age  of  farmers,  ss  we  know,  is  nearing  60,  and 
over  half  of  the  Nation's  land  is  operated  by  farmers  who  are  likely 
to  retire  within  the  next  10  years. 

At  the  same  time,  entry  levels  for  beginning  farmers  have  fallen 
to  alarmingly  low  levels.  We  are  therefore  in  danger  of  perma- 
nently losing  a  major  share  of  the  Nation's  farming  opportunities. 

As  Iowa  State  University  agriculture  economist,  Neal  Harl,  has 
stated  the  case,  "We  are  poised  on  the  edge  of  the  greatest  period 
of  farm  consolidation  in  history." 
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But  it  need  not  be  that  way.  If  we  adopt  a  set  of  policies  designed 
to  support  economic  opportunity  in  agriculture,  the  land  made 
available  by  retiring  farmers  over  the  next  decade  could  provide 
the  base  for  a  new  generation  of  beginning  family  farmers. 

If  we  focus  farm  benefits  on  supporting  and  enhancing  the  com- 
petitive position  of  moderate-sized  farms,  there  can  be  a  viable  fu- 
ture for  family  farming  and  farming  communities. 

Federal  commodity  program  policy,  however,  has  moved  in  the 
opposite  direction  in  recent  years,  away  from  supporting  farm  op- 
portunities. Moderate-sized  grain  farms  have  taken  substantial 
cuts  under  the  terms  of  the  1990  Budget  Act,  while  the  Nation's 
largest  farms  have  taken  no  cuts.  Most  farms  with  sufficient  acre- 
age to  receive  the  maximum  $100,000  in  deficiency  payment  prior 
to  the  1990  Budget  Act  continue  to  receive  the  same  $100,000. 

Submitted  with  my  testimony  is  a  copy  of  a  study  released  today 
by  the  Center  for  Rural  Affairs.  It  compares  deficiency  payments 
received  by  38  moderate-sized  and  large  model  farms  producing 
wheat,  feed  grains,  rice,  and  cotton  in  13  States,  using  actual  pay- 
ments for  1990  and  1993  and  CBO  projected  pa3mrients  for  1994. 
The  findings  of  this  study  demonstrate  the  serious  inequity  of 
using  across-the-board  mechanisms  to  impose  farm  program  cuts. 

For  example,  the  study  found  that  a  Missouri  moderate-size 
1,100-acre  corn,  wheat,  and  soybean  farm  is  projected  to  receive  a 
$16,000-plus  deficiency  payment  this  year,  a  32  percent  cut  from 
the  1990  level.  The  majority  of  this  cut,  although  not  all  of  it,  is 
due  to  the  1990  Budget  Act  provisions.  By  contrast,  a  large  8,000- 
acre  Missouri  corn,  wheat,  and  soybean  farm  is  taking  no  cut.  It 
is  projected  to  receive  $100,000  this  year  just  as  it  did  in  1990. 

We  strongly  urge  the  subcommittee  to  focus  commodity  program 
benefits  on  supporting  the  establishment  and  survival  of  moderate- 
sized  family  farms,  rather  than  subsidizing  land  consolidation.  We 
urge  you  to  rectify  the  inequity  of  the  last  round  of  cuts,  and, 
should  any  future  cuts  be  imposed,  to  structure  them  in  a  fair  man- 
ner. 

We  also  urge  you  to  redesign  commodity  programs  to  reward  re- 
source stewardship  and  assist  farmers  in  meeting  environmental 
challenges  facing  agriculture,  and  to  do  so  in  a  cost-effective  and 
farmer-friendly  manner. 

Toward  those  ends,  we  are  developing  a  proposal  to  establish  an 
environmental  reserve  program  to  largely  replace  the  acreage  re- 
serve program.  Under  this  proposal,  farmers  would  no  longer  idle 
land  as  a  condition  of  receiving  deficiency  payments  in  most  years. 

Instead,  a  portion  of  the  deficiency  payments  would  be  moved  to 
a  pool  to  pay  farmers  to  reduce  production  in  environmentally  ben- 
eficial ways. 

Farmers  would  bid  to  participate.  USDA  would  accept  that  com- 
bination of  bids  that  meet  fiscal  and  production  targets,  while 
achieving  the  maximum  environmental  benefit.  Both  special  con- 
servation practices — contour  grass  strips,  buffer  areas  and 
filterstrips,  and  covered  endrows,  for  instance — and  integrated  crop 
management  plans  could  qualify  for  the  reserve. 

We  think  there  are  advantages  to  this  idea.  Without  any  increase 
in  budget  impact,  you  can  greatly  increase  the  conservation  benefit 
from  the  annual  program. 
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We  are  preparing  a  detailed  analysis  of  this  program  and  would 
be  pleased  to  share  it  with  you  as  we  proceed. 

We  would  also  urge  that  improvement  in  the  integrated  farm 
management  commodity  program  option  be  on  the  agenda  of  this 
subcommittee.  Some  administrative  changes  this  year  have  im- 
proved the  program,  but  further  legislative  changes  are  required  to 
reduce  farm  program  barriers  to  the  adoption  of  resource  conserv- 
ing crop  rotations  and  other  conservation  practices. 

We  are  developing  a  set  of  reforms  to  both  increase  the  flexibility 
and  simplify  the  rules  of  the  IFM  program  and,  again,  we  will  be 
happy  to  share  those  with  you  in  the  near  future. 

In  closing,  let  me  note  that  targeting  farm  program  benefits,  cre- 
ating an  environmental  reserve,  and  improving  the  integrated  farm 
management  program  are  but  three  of  the  larger  set  of  issues  we 
are  working  on  in  conjunction  with  the  Campaign  for  Sustainable 
Agriculture,  a  national  network  of  farm  and  nonfarm  groups  work- 
ing together  in  preparation  for  the  next  farm  bill. 

I  know  that  the  national  campaign  stands  ready,  as  we  do,  to 
work  with  you  in  developing  these  and  other  options  for  the  farm 
bill. 

Again,  thank  you  for  the  opportunity  to  testify. 

[The  prepared  statement  of  Mr.  Hoefner  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Sarpalius.  Thank  you,  Mr.  Hoefner. 

Next,  Mr.  Wayne  Boutwell,  president,  National  Council  of  Farm- 
er Cooperatives. 

STATEMENT  OF  WAYNE  A.  BOUTWELL,  PRESIDENT,  NATIONAL 
COUNCIL  OF  FARMER  COOPERATIVES 

Mr.  Boutwell.  Thank  you  very  much,  Mr.  Chairman.  We  believe 
this  is  an  important  first  step  in  the  deliberations  for  the  1995 
farm  bill  and  congratulate  you  for  holding  these  hearings. 

As  you  know,  Mr.  Chairman,  there  are  many  challenges  faced  by 
agriculture,  but  in  terms  of  the  ones  we  believe  will  be  overriding 
as  we  enter  the  debate  for  next  year's  farm  bill  the  overriding  one 
will  be,  the  budget  constraint.  That  trend  has  been  going  on,  as  you 
well  know,  for  a  decade  now  and  we  do  not  see  that  slowing  down 
any  as  we  enter  the  debate  next  year. 

So  I  think  one  has  to  realistically  assume  that  we  are  going  to 
be  trying  to  write  that  farm  bill  in  an  even  tighter  budget  con- 
straint and  we  are  simply  going  to  have  to  deal  with  that. 

Second,  the  whole  trend  toward  globalization,  with  NAFTA  and 
now  with  Congress  obviously  going  to  consider  GATT,  it  is  going 
to  put  the  American  farmer  more  directly  in  competition  with  farm- 
ers overseas.  But  I  would  suggest  to  you  that,  more  importantly, 
it  puts  us  in  competition  with  policies  and  programs  of  other  coun- 
tries overseas.  That  can  have  as  much  to  do  with  the  markets  for 
agriculture  as  even  the  economics  of  farming  itself.  I  think  this  is 
an  obvious  area  that  has  to  have  policy  considerations  a  part  of  the 
Government  program. 

Third  and  finally,  is  the  whole  area  of  the  environment.  We  will 
see  continued  pressures  on  farmers  in  terms  of  their  cultural  prac- 
tices, and  meeting  more  stringent  environmental  considerations. 
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So  we  believe  it  is  critical,  in  reviewing  and  evaluating  the  role 
of  Government  in  agriculture,  to  establish  the  priorities  for  the 
21st  century  that  will  allow  agriculture  to  be  a  growth  industry 
and  prosper  into  the  future. 

The  projection,  frankly,  that  we  heard  this  morning  from  Dr. 
Womack  and  Dr.  Smith  reinforced  the  need  to  take  a  fundamental 
look  at  our  family  of  farm  programs  and  policies,  because  if  I  heard 
the  numbers  correctly,  the  baseline  projections  put  forth  under  the 
current  program  and  current  budget  restrictions,  did  not  contain 
any  good  news. 

So,  I  think  it  cries  out  for  a  fundamental  look  at  our  farm  poli- 
cies and  programs.  Given  the  framework  then  for  debate  that  I  just 
outlined,  it  seems  to  us  that  three  areas  are  important. 

One,  if  you  are  going  to  compete  in  a  global  marketplace,  you  ab- 
solutely have  to  be  cost  efficient.  You  have  to  be  able  to  get  to  the 
marketplace  at  the  best  price  if  you  are  going  to  maintain  your 
market  share.  But,  that  price  has  to  be  at  a  level  that  allows  farm- 
ers to  have  a  fair  return  on  their  investment. 

Second,  market  expansion  is  critical  to  be  a  growth  industry.  If 
you  cannot  sell  it,  you  cannot  produce  it  at  a  profit.  So  we  need  to 
do  everything  we  can  to  shift  the  demand  curve  to  the  right  to  ex- 
pand demand  for  our  products. 

And  third,  risk  management  is  critical.  We  heard  so  much  about 
that  this  morning,  but  until  agriculture  is  brought  into  a  green- 
house, we  are  going  to  face  the  ups  and  downs  of  weather.  And  I 
don't  have  to  remind  you  of  what  is  going  on  in  Georgia  and  other 
parts  of  the  South,  nor  what  happened  in  the  Midwest  last  year 
relative  to  weather  impacts  on  agriculture. 

Based  on  these  needs,  then,  we  would  urge  consideration  of,  one, 
renewed  emphasis  on  agricultural  research  with  a  dual  role  of  in- 
creasing productivity,  which  helps  hold  down  the  cost  per  unit  of 
output,  while  at  the  same  time  meeting  the  new  environmental 
standards  that  agriculture  and  farmers  may  face.  In  addition,  re- 
search in  the  area  of  new  products  and  new  uses,  which  will  clearly 
expand  the  demand  for  our  products  is  needed. 

Two,  the  role  of  the  Farm  Credit  System  needs  to  be  addressed 
as  farmers  struggle  to  retool  and  reengineer  their  farms.  It  re- 
quires capital,  and  we  believe  that  the  Farm  Credit  System  has  a 
critical  role  to  play,  not  only  in  farming,  but  in  rural  America  as 
well. 

Three,  in  the  area  of  market  expansion,  very  clearly  efforts  to 
promote  our  products  through  the  market  promotion  program,  mar- 
ket development  program,  and  Public  Law  480  are  critical. 

We  appreciate  your  support,  Mr.  Chairman,  along  with  Mr.  Em- 
erson and  others,  that  have  joined  in  the  cosponsoring  of  Ms. 
Long's  legislation  which  would  maintain  efforts  to  expand  our  mar- 
kets overseas.  We  think  that  is  absolutely  critical  because,  if  the 
GATT  agreement  passes,  these  programs  will  be  considered  green 
box  programs  and  eligible  for  increased  funding. 

We  are  sure  that  our  competitors  overseas  will  shift  their  funds 
and  if  we  are  going  to  maintain  market  share  it  is  critical  that 
those  programs  be  funded  for  market  expansion. 

And,  finally,  in  the  area  of  risk  management,  there  are  a  number 
of  opportunities  there,  everything  from  crop  insurance  to  revenue 
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insurance  to  expanded  marketing  loan  programs.  The  full  use  of 
our  programs  is  obviously  critical  in  the  whole  area  of  risk  manage- 
ment. 

In  listening  to  the  earlier  testimony,  I  would  just  throw  out  one 
observation  and  that  is  that,  if  we  are  going  to  maintain  stocks  to 
protect  consumers  on  the  one  end  and  keep  consumers  from  high 
price  spikes,  then  it  cries  out  for  protection  for  farmers  on  the  bot- 
tom end.  Because  what  you  are  doing  with  that  kind  of  policy  hold- 
ing down  the  average  price?  I  am  sure  the  members  of  this  sub- 
committee understand  that,  but  it  is  worth  repeating  again. 

If  we  are  going  to  have  a  policy  to  protect  consumers  on  the  one 
end,  then  we  very  well  better  have  a  policy  on  the  other  end  to  as- 
sure that  farmers  are  protected  as  well. 

With  that,  Mr.  Chairman,  I  will  close  my  remarks  and  look  for- 
ward to  any  questions. 

[The  prepared  statement  of  Mr.  Boutwell  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Sarpalius.  Thank  you,  Wayne. 

Next,  Kathy  Ozer,  Executive  Director,  National  Family  Farm  Co- 
alition. 

Kathy. 

STATEMENT  OF  KATHERINE  OZER,  DIRECTOR,  NATIONAL 
FAMILY  FARM  COALITION 

Ms.  Ozer.  Thank  you,  Mr.  Chairman. 

I  am  pleased  to  testify  here  today  on  the  first  part  of  the  process 
of  some  of  our  concerns  relating  to  the  preparations  for  the  1995 
farm  bill. 

Just  one  thought  is  I  certainly  know  this  is  the  beginning  of  a 
long  process,  but  I  would  urge  this  subcommittee  to  hold  regional 
hearings  for  input  to  hear  directly  from  family  farmers  as  you  start 
this  process  and  continue  on. 

While  many  claim  or  had  claimed  until  some  of  the  most  recent 
statistics  that  the  "farm  crisis"  is  over,  as  other  people  have  testi- 
fied this  morning,  we  unfortunately  feel  that  the  reality  is  far  dif- 
ferent. Farm  auctions  and  sales  have  been  escalating.  Rural  unem- 
ployment and  poverty  levels  remain  at  record  highs  and  lower  farm 
income,  we  feel,  has  been  the  direct  result  of  for  many  years  our 
export  driven  farm  policy. 

On  June  29,  at  the  first  hearing  in  this  series,  sitting  in  the  au- 
dience, I  heard  Keith  Collins  from  USDA  present  testimony  that 
there  has  been  more  than  a  50-percent  increase  from  3.9  percent 
to  6.3  percent  in  the  percentage  of  commercial  farmers  on  the  brink 
of  bankruptcy  or  foreclose  in  just  1  year,  from  January  1993  to 
January  1994.  This  translates  into  over  40,000  farms  suffering 
from  a  dramatic  drop  in  farm  income,  and  we  feel,  are  very  con- 
cerned that  those  figures,  those  statistics  are  only  the  beginning  of 
reflecting  the  very  real  hardship  that  confronts  family  farmers  and 
their  rural  communities. 

As  others  have  mentioned,  the  combination  of  last  year's  Mid- 
western floods  and  the  Southeastern  drought,  we  saw  increased  sit- 
uations of  production  costs  and  reduced  yields,  but  those  farmers 
still  faced  very  low  com  and  wheat  prices  at  the  time  of  harvest; 
dairy  prices  that  fell  below  the  cost  of  production,  and  now  are  fall- 
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ing  very  rapidly,  and  an  increased  number  of  farmers  working 
through  credit  foreclosures  and  dealing  with  debt  restructuring. 
This  year's  floods  in  the  Southeast,  happening  right  now,  unfortu- 
nately may  put  many  more  farmers  and  their  communities  in  fur- 
ther jeopardy. 

We  have  a  particular  concern  about  some  of  the  impacts  for  Afri- 
can-American farmers  and  low-income  communities  who  unfortu- 
nately when  a  natural  disaster  plan  goes  into  effect  often  are  not 
reached  to  the  level  that  they  need  to  be. 

Given  what  we  saw  last  year,  many  family  farmers  in  States  that 
had  very  good  dissemination  programs  also  did  not  hear  about 
many  of  their  options.  We  flagged  that  as  something  that  we  hope 
will  get  dealt  with  by  this  subcommittee  and  the  full  committee. 

We  feel  that  the  1995  farm  bill  must  reflect  a  significant  change 
in  current  policy  to  stem  the  continual  loss  of  family  farmers  in  our 
rural  communities.  We  need  farm  programs  that  make  sense  to 
farmers,  to  taxpayers,  to  the  environment,  and  to  consumers. 

Following  up  on  testimony  that  Larry  Mitchell  gave,  and  Tom 
Asbridge,  that  includes  increasing  the  commodity  loan  rate  to  sig- 
nificantly have  an  increase  in  net  farm  income.  We  feel  this  ap- 
proach would  improve  and  result  in  effective  marketing  of  wheat 
and  feed  grains,  actually  making  the  loan  rate  usable,  which  in 
past  years  it  has  not  been  of  any  use  to  family  farmers,  and,  at  the 
same  time,  look  at  programs  to  really  examine  what  are  adequate 
storage  levels.  How  do  we  establish  them?  How  do  we  manage 
them?  How  do  we  make  sure  that  storage  does  not  result  in  reduc- 
ing domestic  farm  prices?  But,  at  the  same  time,  be  part  of  an  on- 
going supply  and  supply  management  and  establishing  adequate 
reserves  to  meet  real  needs,  and  to  have  that  part  of  the  goal  and 
really  to  approach  it  v/ith  the  kind  of  research  that  I  think  many 
of  you  requested  of  FAPRI  earlier  in  the  hearing.  That  is  the  kind 
of  input  we  hope  happens  in  this  farm  bill,  which  we  felt  was  very 
lacking  in  the  last  debate  around  the  1990  farm  bill. 

The  coalition  is  committed  to  working  to  change  farm  and  food 
policy.  We  realize  that  it  cannot  be  done  as  family  farmers  alone. 
As  Ferd  Hoefner  mentioned,  his  organization  is  a  part  of  the  Cam- 
paign for  Sustainable  Agriculture.  We  are  as  well,  and  I  would  ask 
that  the  issue  options  paper  that  has  been  put  together  by  the  cam- 
paign be  included  after  my  testimony  in  the  record. 

As  that  document  lays  out  and  many  of  our  own  ideas,  we  are 
just  in  the  beginning  stages  of  the  process.  There  are  many  ques- 
tions, there  is  research  needs,  and  we  feel  very  strongly  that  that 
needs  to  be  a  top  priority. 

As  was  mentioned  earlier,  one  of  our  biggest  concerns  is  how  the 
NAFTA  and  the  GATT  really  will  impact  on  net,  farm  income.  We 
look  at  the  forecasts  and  they  look  bleak  and  we  feel  strongly  there 
needs  to  be  an  examination  of  that. 

We  too  would  urge  that  the  GATT  vote  be  delayed,  that  it  not 
happen  crunched  into  this  summer  and  into  the  fall  because  there 
are  many  issues  unanswered  yet,  and  it  will  then  be  too  late  after 
the  fact  to  say,  well,  we  cannot  do  much  about  it.  We  think  that 
is  an  important  issue  in  terms  of  agriculture,  in  terms  of  rural  com- 
munity survival. 


181 

Just  in  wrapping  up,  one  of  our  other  concerns  is  what  is  hap- 
pening in  terms  of  contracting  operations.  What  is  happening  in 
terms  of  different  shifts  of  who  controls  decisions  that  relate  to 
farm  operations.  What  does  that  do  in  terms  of  entry  into  farming? 
What  does  that  do  in  terms  of  long  term  profitability. 

The  other  issue  which  has  also  been  raised  this  morning  has  to 
do  with  some  of  the  push  to  work  off  farm.  We  are  concerned  in 
many  rural  communities  those  jobs  are  not  there;  that  we  should 
have  a  farm  policy  that,  and  a  farm  income  that,  rewards  people 
for  the  work  that  they  do  on  farms  and  puts  the  value  in  terms  of 
what  some  of  the  costs  of  production  are  and  the  farm  prices  that 
farmers  receive. 

As  I  said  before,  we  look  forward  to  working  through  this  proc- 
ess. We  feel  this  is  a  very  critical  opportunity;  that  the  window  is 
closing  unless  there  is  a  change  in  policy  and  we  cannot  have  more 
of  the  same  because  with  that  we  see  the  kinds  of  projections  that 
FAPRI  mentioned  this  morning. 

They  are  not  a  shock,  given  those  of  us  that  are  working  with 
farmers  across  the  country  and  seeing  the  large  numbers  of  people 
who  are  leaving  farming  and  they  are  not  either  their  own  family 
or  other  neighbors  picking  up  and  taking  on  those  operations. 
There  needs  to  be  a  view  that  there  is  profitability  in  farming, 
there  needs  to  be  access  to  affordable  credit  and  there  needs  to  be 
a  comprehensive  policy  that  works  for  family  farmers. 

Thank  you. 

[The  prepared  statement  of  Ms.  Ozer  appears  at  the  conclusion 
of  the  hearing.] 

Mr.  Sarpalius.  Thank  you,  Kathy. 

Let  me  ask  each  of  you  to  respond,  if  you  could  very  briefly,  and 
let  me  commend  all  of  you  for  your  testimony.  It  is  excellent.  The 
written  testimony,  some  of  the  backup  information  that  many  of 
you  gave,  all  of  it  will  be  part  of  the  record  and  we  appreciate  the 
work  that  you  put  into  it. 

If  you  were  in  my  shoes,  or  in  my  boots,  knowing  the  budget  con- 
straints that  this  Congress  is  facing  and  we  will  continue  to  face, 
and  as  we  look  to  the  1995  farm  bill,  what  would  be  the  first 
change  in  farm  policy  that  you  would  make?  Anybody? 

Mr.  BouTWELL.  Mr.  Chairman,  I  can  start  and  maybe  others  will 
come  up  with  something  of  greater  wisdom  after  I  get  through  an- 
swering. 

It  seems  to  me,  Mr.  Chairman,  that  one  of  the  things  you  need 
to  do  is  to  take  a  look  at  the  level  of  funding  that  is  available  with- 
in agriculture.  There  are  some  array  of  programs  out  there  in  the 
area  of  risk  management. 

I  keep  coming  back  to  risk  management,  and  I  think  it  is  fun- 
damental. I  think  all  the  areas,  market  development  and  all  the 
others  are  fundamental,  but  the  area  of  risk  management  is  one 
that  I  think  is  under  greatest  pressure  right  now.  I  think  I  would 
ask  a  bunch  of  questions  like:  What  are  the  alternatives  that  are 
available  to  us  as  a  committee?  How  can  we  best  spend  those  lim- 
ited number  of  dollars  to  get  the  greatest  benefit  to  farmers  in 
terms  of  risk  management? 

It  may  be  an  expanded  marketing  loan  program;  it  may  be  a  rev- 
enue insurance  program;  it  may  be  a  host  of  things  like  that.  But 
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it  seems  to  me  you  should  lay  those  out.  Lay  the  budget  out  beside 
it  and  ask  that  fundamental  question:  How  can  we  best  spend 
these  dollars  so  that  the  agriculture  and  farmers  of  this  country 
can  prosper  and  be  a  growth  industry  and  be  protected  against  the 
vulnerabilities  of  weather? 

Mr.  Sarpalius.  Bob. 

Mr.  Stallman.  No  real  bright  ideas  at  this  time,  Mr.  Chairman. 
But  it  is  a  question  that  I  pose  up  here  on  the  Hill  often  is  as  Gov- 
ernment expenditures  are  reduced  and  the  proportion  of  income 
that  farmers  get  through  Government  payments  are  being  reduced, 
as  a  matter  of  policy,  is  this  committee,  is  this  Congress,  is  this 
Government  willing  to  allow  producers  to  get  more  return  from  the 
marketplace;  i.e.  higher  prices,  either  being  paid  at  the  processor 
level  and  then  those  ratcheted  on  through  consumers  because  those 
are  the  only  two  places  that  the  farmer's  income  can  come  from. 

The  real  question  is,  as  Government  expenditures  are  reduced, 
are  we  willing  to  do  that?  I  think  that  is  a  valid  issue.  As  an  argu- 
ment it  could  be,  if  we  are  not  willing  to  do  that,  it  is  an  argument 
that  could  be  posed  that  we  do  need  to  maintain  an  effective  level 
of  funding  for  farm  policy. 

Mr.  Mitchell.  As  we  touched  on  a  little  bit  earlier,  the  dollars 
are  going  to  be  short  and  we  believe  that  we  need  to  target  the 
farm  program  benefits  to  a  level  of  production  that  will  be  consist- 
ent with  moderate  family  sized  farmers. 

I  hesitate  to  speak  a  whole  lot  about  this  next  issue,  but  I  think 
it  is  going  to  be  a  large  part  of  the  debate.  I  have  not  studied  the 
release  yet,  but  I  understand  the  GAO  has  released  a  study  point- 
ing out  that  if  we  spent  the  money  we  are  currently  spending  on 
EEP  on  domestic  farm  programs  it  would  increase  farm  income  by 
21  percent.  I  do  not  know  if  that  is  feasible  or  will  work  but,  cer- 
tainly it  warrants  some  study. 

Other  than  that,  at  this  point  I  do  not  know  what  else  we  could 
do,  because  we  have  a  long  road  to  hoe  in  the  next  18  months.  We 
do  not  know  if  GATT  will  be  in  place  by  then  or  not  and  we  do  not 
know  exactly  what  the  budget  will  be. 

Mr.  HOEFNER.  I  will  take  a  brief  crack  at  it.  I  think  Mr.  Womack 
laid  out  the  scenario  for  what  happens  if  we  have  a  continuing 
withering  away  of  the  budget  in  commodity  programs.  It  gets  to  the 
point  where  you  do  not  have  participation. 

I  think  the  way  to  inoculate  against  that  happening  is  by  doing 
two  things,  and  both  are  addressed  in  my  testimony,  but  I  will  re- 
peat it. 

One  is  to  better  target  benefits  and  the  second  is  to  make  it  more 
clearly  an  environmental  program.  I  think  with  those  two  things, 
you  get  the  kind  of  support  on  the  floor  that  you  need.  I  think  with- 
out them,  you  do  not.  I  think  those  are  the  two  most  important 
things  to  do. 

Ms.  OZER.  I  would  just  say  the  whole  examination  of  ways  to  in- 
crease the  commodity  loan  rate  may  in  conjunction  with  some  of 
the  focusing  on  certain  production  levels  needs  to  be  researched  all 
together  as  opposed  to  looking  at  one  component  in  isolation  which 
then  obviously  takes  on  some  costs  and  looking  at  the  kinds  of  sce- 
narios that  together  would  make  these  programs  work  better. 
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Tying  in  some  of  the  storage  issues,  tying  in  some  of  what  could 
be  seen  as  an  internal  farmer  risk  management,  I  think  the  con- 
cern is  that  if  you  are  only  looking  at  in  times  of  disaster,  in  many 
cases  you  are  sort  of  having  both  disaster  and  exports  drive  the 
farm  policy  as  opposed  to  looking  at  what  are  the  needs  of  domestic 
producers,  what  are  the  needs  of  those  rural  communities,  what 
are  the  job  impacts  of  a  farmer  being  profitable,  hiring  people  to 
work  on  their  farms,  in  contrast  to  them  having  to  leave  their 
farm,  displace  another  worker  in  that  community  at  the  same  time 
trying  to  hold  on  to  their  farming  operation. 

I  think  some  of  those  issues  need  to  be  looked  at  in  a  much 
broader  context  and  not  simply  in  terms  of  the  farm  program  pay- 
ments and  the  dollars  allocated  to  farm  programs,  since  if  we  have 
further  dislocation  in  rural  communities,  there  are  other  Govern- 
ment expenditures  that  either  get  tapped  into  or  property  taxes 
and  other  tax  levels  that  get  depleted.  That  whole  approach  needs 
to  be  looked  at  together. 

Mr.  Wenstrand.  Mr.  Chairman,  I  have  spent  a  lot  of  time  talk- 
ing about  flexibility,  and  I  think  flexibility  does  several  things. 

One,  again  it  gives  the  producers  opportunity  to  manage  their 
farms  for  the  most  profitable  basis.  It  allows  them  to  more  easily 
address  conservation,  provide  crop  rotations  to  address  the  environ- 
mental concerns.  I  think  it  also  takes  some  of  the  pressure  off  large 
producers  not  to  participate  in  programs.  I  think  to  a  certain  de- 
gree. 

So  it  takes  a  package,  but  again,  I  think  that  there  are  a  mul- 
titude, there  are  multiple  advantages  of  providing  some  more  flexi- 
bility in  cropping  decisions. 

Mr.  ASBRIDGE.  Mr.  Chairman,  you  pose  a  very  difficult  question, 
and  I  do  not  envy  your  position. 

From  the  perspective  of  the  American  Agriculture  Movement,  we 
believe  that  the  farm  programs  as  they  were  designed  in  the  late 
forties  and  early  fifties  have  basically  paced  the  rate  of  farm  failure 
and  they  have  been  designed  to  reduce  commodity  prices,  in  gen- 
eral, each  year  and  they  have  been  very  successful  at  that. 

When  you  are  working  within  the  constraints  that  you  are,  it  is 
very  difficult.  Production  agriculture  has  become  addicted  to  farm 
program  benefits.  We  have  replaced  earned  income  from  the  mar- 
ketplace with  that  subsidy. 

Now  when  you  reduce  the  subsidy,  it  puts  a  terrible  stress  on  not 
only  farmers  but  the  rural  communities  we  hear  about  all  the  time, 
and  than  need  jobs  and  an  infrastructure  development. 

One  thing  that  I  would  suggest,  to  change  our  perspective  of  how 
we  view  agriculture,  is  to  look  at  the  real  role  that  production  agri- 
culture plays  in  the  national  economy  and  how  big  an  impact  the 
gross  agricultural  dollar  has  on  the  Nation,  not  just  on  agriculture. 

If  we  look  at  that  carefully,  I  think  you  will  find  that  anything 
that  reduces  farm  income  has  a  very  significant  effect  on  the  over- 
all national  economy. 

We  will  not  be  able  to  fix  that  problem  if  we  rely  on  cheap  ex- 
ports caused  by  cheap  production.  I  think  all  we  will  see  is  a  fur- 
ther increase  in  the  Federal  deficit  and  a  further  reduction  in  peo- 
ple who  live  in  rural  America  and  the  problems  that  flow  from  that 
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will  be  dumped  on  Congress  to  solve.  So  I'think  the  choice  becomes 
more  clear  if  we  look  at  it  from  that  perspective. 

Mr.  Sarpalius.  Mr.  Emerson. 

Mr.  Emerson.  Mr.  Chairman,  I  want  to  thank  all  of  the  wit- 
nesses for  their  statements. 

I  think  your  question  was  a  good  one,  asking  them  where  they 
would  start  this  debate,  and  it  is  probably  a  good  note  on  which 
to  end,  so  I  will  not  pursue  anything.  It  really  is,  it  is  a  good  begin- 
ning. 

It  is  a  good  hearing.  I  am  glad  we  have  had  it. 

Thank  you,  Mr.  Chairman. 

Mr.  Sarpalius.  Mr.  Dooley. 

Mr.  Dooley.  Thank  you,  Mr.  Chairman. 

When  we  look  at  the  program  crops  that  are  receiving  the  pri- 
mary benefits,  would  anyone  on  the  panel  disagree  that  the  price 
that  farmers  are  receiving  for  that  is  influenced  in  large  part  not 
only  by  the  domestic  market  production  but  the  international  mar- 
ket condition?  Does  anyone  disagree  with  that  statement? 

If  you  agree  with  that  statement,  then,  can  anyone  on  this  panel 
make  a  compelling  argument  on  why  we  ought  to  have  a  Govern- 
ment policy  that  embraces  any  form  of  acreage  set  aside  or  acreage 
reduction  if  we  acknowledge  that  the  price  is  going  to  be  primarily 
the  result  of  international  market  conditions? 

We  are  in  fact  then  asking  our  producers  to  set  aside  production, 
which  over  time  is  sacrificing  market  share.  Can  anyone  give  me 
a  good  argument,  or  compelling  argument  why  we  should  have  a 
policy  that  embraces  ARPS? 

Mr.  Wenstrand.  I  am  not  sure  if  I  can.  Congressman.  Those  de- 
cisions in  our  organization — every  year  of  course  we  have  to  make 
a  recommendation  to  the  Secretary  on  set-aside  and  ARPS  and 
there  is  a  wide  range  of  opinion,  even  in  our  own  organization  on 
the  value  of  ARPS  or  on  the  cost  of  ARPS,  the  merits  of  ARPS. 

I  think  certainly  as  it  is  a  more  global  marketplace,  I  think 
ARPS  certainly  will  come  into  question  as  far  as  I  think  they  have 
less  effectiveness,  because  com  can  be  substituted  with  starch  or 
tapioca  today  in  the  Far  East.  They  are  substitutable  commodities 
at  least  in  the  livestock  feed  stuff  sector. 

So  I  think  that  they  probably  become  less  effective  over  the  long 
run,  especially  when  you  take  a  look  at  the  globalization  of  agri- 
culture. 

On  the  other  hand,  I  think  that  there  are  times  when  in  short 
run  situations  wherein  surpluses  can  develop.  We  know  the  de- 
mand is  somewhat  inelastic.  Surpluses  can  develop.  I  do  not  think 
they  really  enhance  your  market  development  activities,  and  so, 
from  time  to  time,  I  think  that  surpluses  can  be  developed  which 
do  not  benefit  producers.  But  with  the  globalization  aspects  ARPS 
become  less  effective  and  probably  will  be  less  effective  over  time, 
but  in  my  organization,  it  is  a  very  controversial  subject. 

Ms.  Ozer.  Our  organization's  position  during  the  1990  farm  bill 
and  is  still  looking  at  it  now,  is  not  support,  not  like  ARPS  since 
it  tends  to  force  a  maximum  production  on  the  remaining  acreage 
and  in  its  place  we  have  in  the  past  supported  a  bushel  based  ap- 
proach, that  one  would  make  decisions  based  on  environmental 
needs,  based  on  the  actual  production  level,  looking  at  what  kind 
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of  acreage  the  capacity  of  certain  parts  of  one's  own  farming  oper- 
ation to  meet  certain  specified  production  goals. 

A  variation  on  that  we  are  looking  at  in  terms  of  some  of  these 
environmental  reserve  proposals.  But  we  have  been  looking  at  it 
from  the  context  of  having  a  bushel  based  approach  to  figuring  out 
what  an  individual  farmer  need  is  in  terms  of  meeting  national 
production  levels,  which  could  include  some  level  of  exports,  but 
not  to  be  driven  by  just  maximizing  the  production  to  meet  what 
could  be  unlimited  export  demand  at  very  low  prices. 

Mr.  DOOLEY.  How  is  that  helping  the  U.S.  farmers'  position  in 
terms  of  market  share? 

Ms.  OZER.  Well,  one  of  our  big  questions  has  always  been  wheth- 
er that  market  share  directly  relates  back  to  an  increase  in  net 
farm  income  and  we  would  argue  the  question  that 

Mr.  DoOLEY.  You  do  not  necessarily  subscribe  to  market  expan- 
sion at  all  costs? 

Ms.  OzER.  We  would  say  you  need  to  look  at  what  the  impact  is 
on  that  family  farm  income  and  that  rural  community  as  a  part  of 
a  proposal. 

Mr.  DooLEY.  Mr.  Boutwell,  you  wanted  to  comment. 

Mr.  Boutwell.  Yes,  Congressman  Dooley. 

One  of  the  examples  I  have  used  over  the  years,  relative  to  acre- 
age reduction  programs,  is  a  cotton  example.  Back  in  the  thirties 
the  United  States  was  about  100  percent  of  the  cotton  world  mar- 
ket. So  if  the  world  had  10  percent  too  much,  we  only  had  to  cut 
10  percent  to  balance  the  market. 

When  you  are  10  percent  of  that  market  and  the  world  has  10 
percent  too  much,  you  have  to  cut  out  100  percent  in  order  to  bal- 
ance that  market. 

So  I  suppose  that  over  time,  with  the  increased  globalization  that 
is  occurring  out  there,  and  you  are  more  in  competition,  very  frank- 
ly, if  you  continue  to  use  those  kinds  of  programs,  you  just  simply 
provide  the  opportunity  for  others  to  increase  production,  expand 
and  take  your  market  share. 

Very  frankly,  over  the  last  several  years,  I  suppose  I  have  come 
to  believe  that  we  have  more  used  acreage  adjustment  programs  to 
try  to  control  the  cost  of  the  program  than  we  have  to  try  to  affect 
the  market.  So  they  have  become  more  permanent  in  nature  and 
I  am  not  sure  they  have  been  all  that  effective  in  terms  of  trying 
to  balance  a  supply  and  demand. 

Mr.  Dooley.  I  appreciate  those  comments  and  you  always  appre- 
ciate the  comments  you  agree  with  probably  more  than  others,  but 
I  think  that  is  what  all  the  farm  commodity  groups  have  to  under- 
stand and  I  think  Mr.  Boutwell  was  right  on  target.  ARPS  have 
been  used  primarily  to  limit  Government  exposure  in  terms  of 
budgetary  allocation. 

How  long  can  we  continue  to  maintain  these  as  a  component  of 
any  farm  policy  when  we  see  what  they  are  being  utilized  for,  to 
a  great,  is  not  benefiting  farmers  income  under  any  scenario?  So 
I  ask  you  in  the  next  few  months  and  year  can  we  come  up  with 
an  alternative  that  provides  some  of  the  benefits.  Maybe,  I  don't 
think  there  are  any,  but  some  other  mechanism  that  does  not  re- 
quire set  asides — I  have  some  others,  but  I  will  wait. 

Mr.  Sarpalius.  Mr.  Minge. 
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Mr.  MiNGE.  Thank  you.  I  would  just  like  to  ask  one  question, 
really  make  a  statement  and  get  a  response. 

I  have  had  many  conversations  with  farmers  in  the  last  couple 
of  years  and  I  will  have  to  say  that  the  majority  of  the  farmers 
with  whom  I  have  spoken  are  very  skeptical  about  the  value  of  ag- 
ricultural programs  at  all. 

They  perceive  that  the  agricultural  programs  as  they  are  cur- 
rently designed  are  driven  to  serve  the  needs  or  meet  goals  that 
are  established  by  other  interests  in  our  society,  environmental  in- 
terests being  one,  need  for  a  food  surplus  in  case  of  a  crop  failure 
in  the  subsequent  year  and  looking  at  the  consumer  side  being  an- 
other. 

As  a  result,  to  the  extent  they  benefit  from  a  commodity  pro- 
gram, those  benefits  are  largely  lost  by  the  costs  of  compliance 
from  their  perspective.  It  is  not  uncommon  for  them  to  say  why  do 
we  not  just  scrap  all  the  farm  programs  and  we  will  try  doing  our 
job  as  farmers  without  any  of  the  restrictions  that  accompany  the 
farm  program  payments  that  we  are  receiving. 

I  am  just  kind  of  curious,  from  the  perspective  of  your  organiza- 
tions, if  you  could  say  very  quickly  do  you  think  that  we  should  try 
that  and  start  over? 

Yes,  Mr.  Stallman. 

Mr.  Stallman.  I  do  not  think  we  are  at  the  point  where  that  is 
viable.  I  have  heard  those  same  concerns.  The  problem  we  have, 
and  it  is  true  that  a  lot  of  the  farm  program  policy  is  being  driven 
by  environmental  and  consumer  concerns. 

We  have  a  structure  or  an  infrastructure  that  has  been  put  in 
place,  built  around  farm  programs,  and  just  to  say  let  us  stop  and 
start  over  would  have  some  pretty  dramatic  economic  effects  across 
this  country. 

There  are  certain  program  crops  that  are  more  capable  of  getting 
out  of  the  farm  program  scenario  than  others  and  a  lot  depends  on 
our  competitiveness  situation  in  an  international  marketplace. 

The  perception  that  GATT  and  NAFTA  are  going  to  make  us  or 
have  a  level  playing  field  is  obviously  incorrect.  That  has  helped  or 
they  will  help  as  they  are  implemented,  and  my  personal  belief  is 
that  the  American  farmer  can  compete  against  foreign  farmers. 

We  cannot  compete  against  foreign  governments  and  until  such 
time  as  we  truly  do  have  the  opportunity  to  compete  in  the  market- 
place against  those  foreign  farmers  as  opposed  to  governments,  I 
think  it  would  be  a  little  bit  premature  to  be  dismantling  our  cur- 
rent farm  program,  particularly  the  income  support  and  export  as- 
sistance components  of  that. 

Mr.  MiNGE.  Thank  you. 

Mr.  Sarpalius.  Let  me  ask  one  more  quick  question.  Every  one 
of  you  kind  of  casually  mentioned  the  GATT  agreement  and 
NAFTA,  as  we  move  toward  trying  to  compete  more  competitively 
in  world  markets.  Some  of  you  made  some  comments  against  it  and 
some  of  you  made  some  comments  in  support  of  it. 

If  you  heard  the  testimony  of  the  two  gentlemen  that  testified  be- 
fore you  did,  one  indicated  that  net  farm  income  probably  would 
not  improve  at  all  and  the  other  one  indicated  that  it  would.  So  it 
kind  of  depends  on  what  study  you  look  at  or  what,  but  let  me  just 
ask  you,  in  your  opinion,  you  represent  organizations,  can  you  tell 
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me  if  your  organization  has  taken  an  opinion  on  the  current  agree- 
ment, are  they  for  it  or  against  it? 

Mr.  Stallman.  Currently  we  certainly,  the  Farm  Bureau  cer- 
tainly supports  NAFTA,  did  support  and  worked  diligently  to  ob- 
tain its  passage.  Assuming  that  we  do  not  have  a  lot  of  problems 
with  the  funding  of  the  GATT  agreement,  I  will  be  supportive  of 
implementation  of  the  GATT  agreement. 

Let  me  throw  out  some  quick  numbers  that  illustrates  where  we 
are  and  why  we  should  not  be  using  NAFTA  and  GATT.  We  should 
not  be  adopting  the  perception  that  NAFTA  and  GATT  are  going 
to  solve  farm  problems  and,  therefore,  we  can  ratchet  down  farm 
program  spending. 

1993  subsidies  to  U.S.  farmers  on  a  per-acre  basis  were  about 
$85  an  acre.  Nine  dollars — only  $9 — of  that  was  direct  support. 
Forty-three  dollars  of  that  was  indirect  support  and  $33  of  that 
were  programs  such  as  food  and  nutrition. 

At  the  same  time,  EC  farmers  received  $453  an  acre  and  Japa- 
nese farmers  received  an  incredibly  $5,714  per  acre.  Even  if  and 
when  GATT  is  fully  implemented,  the  EC  farmers  will  still  receive 
roughly  3^2  times  as  much  subsidies  per  acre  and  the  Japanese 
will  still  receive  roughly  45  times  that  amount  and  these  figures 
in  the  study  are  included  in  my  written  testimony  to  the  commit- 
tee. 

But  I  think  that  illustrates  we  cannot  walk  away  from  farm  pro- 
grams, income  support,  and  particularly  export  assistance  pro- 
grams on  the  basis  that  GATT  has  solved  all  of  our  access  problems 
in  world  trade. 

Mr.  BouTWELL.  Mr.  Chairman,  I  think  you  have  to  separate  the 
GATT  agreement  in  the  implementing  legislation  because  it  is 
wrapped  up  in  the  whole  issue  of  the  budget  and  who  pays  for  the 
agreement.  In  looking  at  the  GATT  agreement,  there  are  several 
sectors  where  there  is  a  potential  for  benefit  coming  out  of  the 
agreement,  but  in  order  to  achieve  that  benefit,  you  are  going  to 
be  in  there  competing  with  other  governments  around  the  world  in- 
cluding their  policies  and  programs,  as  was  just  mentioned  here. 

So  if  we  wound  up  with  agriculture  having  to  pay  for  the  agree- 
ment by  cutting  the  very  programs  that  allows  us  to  have  the  op- 
portunity to  gain  those  benefits,  then  it  gets  questionable  as  to 
whether  or  not  that  agreement  is  as  good  for  agriculture  as  one 
might  consider. 

So  it  seems  to  me  that  while  the  agreement  seems  positive  in 
most  respects,  that  we  would  give  serious  consideration  to  opposing 
any  implementing  legislation  at  that  look  to  agriculture  for  a  dis- 
proportionate share. 

Mr.  Sarpalius.  Let  me  say  right  there  that  I  do  not  think  you 
will  see  that  happen. 

Mr.  BouTWELL.  That  is  encouraging. 

Mr.  Sarpalius.  I  understand  everybody's  concern  about  the  dol- 
lars. What  I  am  interested  in  is  how  do  you  feel  about  this  country 
moving  more  aggressively  in  that  direction? 

Under  GATT,  I  am  sure  you  understand  that  they  give  us  credit 
for  some  of  the  subsidies  that  we  have  already  cut  in  the  last  sev- 
eral years,  but  I  would  like  to  hear  your  opinion. 
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I  understand  the  finance.  All  of  us,  everybody  on  this  subcommit- 
tee, expresses  that  same  concern, 

Ms.  OzER.  I  would  say  our  organization  opposed  the  NAFTA  and 
we  have  serious  concerns  and  are  opposed  to  what  we  feel  are  the 
implications  of  the  GATT  as  negotiated.  Just  in  terms  of  the  FAPRI 
numbers,  the  very  small  increase  by  the  year  2001,  2002,  will  prob- 
ably never  materialized  because  other  costs  not  getting  factored  in 
and  I  know  they  did  not  report  on  dairy,  but  on  their  dairy  analy- 
sis, 20  of  the  22  farms  would  incur  major  losses  in  farm  income. 

So  our  concern  is,  increasing  the  imports  up  to  the  5  percent 
level,  regardless  of  our  surplus,  can  have  devastating  implications, 
far  greater  than  the  amount  we  are  talking  about  on  payments. 

We  can  talk  $1,  $2  drops  in  prices  and  that  is  a  very  real  con- 
cern. There  is  also  a  very  real  concern  about  some  of  the  labor  con- 
sequences, environmental  provisions,  food  safety  issues,  and  the 
whole  question  of  why  we  should  be  pitting  our  farmers  against 
farmers  in  other  countries,  producing  under  very  different  cir- 
cumstances. 

Mr.  Mitchell.  National  Farmers  Union  opposes  the  agreement 
as  it  is  currently  negotiated.  It  is  seriously  flawed.  We  have  some 
real  concerns  about  losing  section  22.  We  see  in  the  last  week  and 
from  this  spring  the  problems  that  we  are  having  with  Canadian 
Durham,  and  even  the  feed  quality  wheat  from  Canada  going  as  far 
south  as  the  Texas  Panhandle,  why  we  need  some  sort  of  import 
controls. 

We  also  have,  as  Kathy  Ozer  mentioned,  a  problem  with  the  5 
percent  minimum  access  and  to  be  as  brief  as  possible,  if  every 
dairy  producer  in  this  country  had  the  same  number  of  cows  and 
the  same  amount  of  production,  displacing  5  percent  means  we 
take  1  out  of  20  out.  How  do  we  choose  which  one  out  of  20?  But 
reality  is  that  we  have  35  or  50  head  of  cattle,  dairies  in  some 
parts  of  the  country,  and  we  have  3,000  head  cows  in  other  parts 
of  the  country. 

I  think  I  know  which  ones  will  be  taken  out.  So  instead  of  1  in 
20,  are  we  taking  out  1  in  10  or  1  in  7  and  how  do  we  make  that 
determination?  How  does  that  affect  our  rural  communities? 

We  also  have  some  problems  with  the  harmonization  aspects  of 
the  agreement.  It  can  and  probably  will  threaten  food  safety  in  this 
country,  but  more  importantly,  from  the  producers  side,  it  could 
easily  erode  consumer  confidence  in  the  food  supply,  which  is  a 
double-edged  sword  that  cuts  on  consumption  of  both  imported  and 
domestically  produced  products. 

As  Wayne  Boutwell  mentioned  earlier,  we  also  have  some  serious 
concerns  about  how  we  are  going  to  pay  for  it. 

Mr.  Wenstrand.  Mr.  Chairman,  I  would  strongly  echo  Wayne 
Boutwell's  comments  as  far  as  the  GATT  itself  versus  the  imple- 
mentation language.  One  of  the  bigger  questions  I  think  we  still 
need  to  remember  that  we  will  still  be  facing,  even  with  the  imple- 
mentation of  the  GATT,  substantial  export  subsidies  out  of  the  Eu- 
ropean Union. 

I  think  it  has  been  referenced  several  times  and  I  think  we  want 
to  keep  remembering  that  as  far  as  our  market  development  ef- 
forts. 
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I  think  the  bigger  question — I  think  in  world  markets  I  don't 
know.  We  know  there  is  probably  2V2  to  3  billion  people  in  the 
world  that  are  living  in  areas,  places  in  China,  India,  places  in 
Southeast  Asia,  places  like  Mexico  where  various  stages  of  eco- 
nomic reform  are  going  on,  various  stages  of  political  reform,  but 
initially  economic  reform,  incomes  are  rising.  We  know  the  food  de- 
mand is  going  to  go  up. 

I  am  not  sure  who  is  going  to  produce  that.  We  know  that  tech- 
nology is  changing.  We  know  technology  transfers  easier  today 
than  ever  before,  but  I  think  that  U.S.  producers  want  to  have  the 
opportunity  to  participate  in  those  markets. 

Again,  I  think  that  is  going  to  be  a  bigger  and  bigger  question, 
who  is  going  to  produce  that  additional  food  as  we  go  into  the  next 
century. 

Mr.  HOEFNER.  I  will  not  repeat  many  of  the  good  comments  that 
have  been  made,  but  I  will  add  one  other  factor.  It  is  an  area  where 
I  think  there  has  been  an  assumption  that  things  have  worked  out 
well  and  that  is  for  the  green  box,  for  commodity,  and  conservation 
programs  for  environmental  reasons. 

The  language  is  extremely  unclear  and  ambiguous,  and  as  far  as 
we  understand,  there  is  nothing  in  the  proposed  implementing  lan- 
guage or  in  the  proposed  report  language  that  would  do  anj^hing 
to  clarify  that.  I  think  it  is  a  very  important  problem. 

Mr.  ASBRIDGE.  The  American  Agriculture  Movement  is  not  sup- 
porting the  GATT  agreement  as  it  is  presently  constructed.  For  a 
variety  of  the  reasons,  most  of  which  have  been  articulated,  but  one 
overall  reason  is  that  we  view  these  programs  as  a  mechanism  to 
pit  us  against  foreign  producers  when  it  is  really  a  mechanism  to 
get  Congress  and  the  taxpayer  to  subsidize  the  grain  export  indus- 
try or  any  industry  at  the  producer's  expense. 

If  the  producers  got  benefits  out  of  these  programs,  direct  bene- 
fits through  increased  prices,  then  we  would  support  it,  but  since 
that  does  not  appear  to  be  what  is  going  to  happen  and  the  two 
gentlemen  from  the  universities  here  this  morning  would  basically 
support  that,  we  do  not  see  how  we  can  ask  the  taxpayer  to  sup- 
port us  when  it  is  not  supporting  us. 

Mr.  Sarpalius.  Cal. 

Mr.  DOOLEY.  Yes,  Mr.  Wenstrand.  I  really  appreciated  your  testi- 
mony and  I  was  intrigued  by  one  statement  that  you  made,  that 
your  association  had  at  least  had  discussions  on  replacing  defi- 
ciency payments  with  marketing  loans  with  100  percent  of  the  5- 
year  average  price. 

Again,  I  think  that  addresses  some  of  the  issues  we  discussed 
earlier  as  another  mechanism  of  providing  some  level  of  risk  man- 
agement because  it  is  really,  as  a  farmer,  the  risk  oftentimes  is  the 
volatility  that  is  most  concerned. 

I  was  just  wondering,  is  there  a  level  of  support?  Do  you  think 
there  is  a  level  of  support  within  your  industry  for  maybe  shifting 
to  something  like  this  that  would  be  more  market  based? 

Mr.  Wenstrand.  You  mean  through  a  marketing  loan  concept? 

Mr.  DoOLEY.  Yes. 

Mr.  Wenstrand.  Our  committee,  our  task  force,  one  of  the  many 
farm  bill  committees  and  task  forces,  we  have  talked  about  it.  I  will 
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tell  you  there  has  not  been  an  overwhelming  strong  support  for 
that  consensus. 

Again,  looking  at  flexibility  there  are  a  couple  of  ways  you  can 
do  it.  Quite  frankly,  under  that  scenario,  probably  direct  payments 
as  far  as  to  corn,  as  far  as  corn  production  would  probably  come 
down  but  they  might  go  up  under  say  an  oilseed  program.  So  I  do 
not  think 

Mr.  DoOLEY.  What  happens  if  you  expanded  that  whole  concept 
to  all  commodities?  Would  they  then  not 

Mr.  Wenstrand.  I  think  that  was  the  concept  that  you  would 
have  some  sort  of  across-the-board  or  at  least  the  program  crops, 
feed  grains,  other  associations  will  have  to  speak  for  themselves 
but  feed  grains,  the  major  crops,  you  would  have  some  sort  of 
across-the-board  marketing  loans.  The  question  of  course  is  how 
high  should  they  be. 

I  have  a  question,  I  do  not  know  how  that  affects  marketing  deci- 
sions, how  that  affects  the  market.  Are  producers  going  to  have  to 
spend  time  worrying  about  when  the  low  point  in  the  market  is? 
Again,  it  is  just  an  option  that  would  give — we  looked  at  it  to  try 
to  figure  out  how  to  give  producers  flexibility,  again. 

Also,  your  point  on  prices,  as  far  as  the  risk  management,  is  well 
taken. 

Mr.  DoOLEY.  Mr.  Stallman,  the  Farm  Bureau  has  the  tradition 
of  trying  to  move  to  more  market  oriented  policies,  this  obviously 
would  be  one  mechanism  to  get  there  and  also  provide  a  level  of 
income  support  as  well  as  risk  management. 

Has  the  Farm  Bureau  considered  something  along  these  lines? 

Mr.  Stallman.  We  are  looking  at  a  wide  variety  of  options  in  all 
of  our  farm  bill  task  force  and  study  committees  right  now. 

I  have  heard  that  concept  mentioned.  We  are  not  prepared  at 
this  time  to  sign  off  on  it,  but  we  are  really  not  ruling  out  anything 
that  we  are  looking  at  and  considering  for  the  upcoming  debate  on 
the  1995  farm  bill. 

Mr.  DoOLEY.  Mr.  Boutwell,  you  really,  I  think,  again  touched  on 
a  real  critical  issue  that  sometimes  does  not  get  as  much  attention 
in  the  farm  bill  debate  as  it  should.  That  is  the  research  side.  I 
think  anyone  that  is  in  agriculture  understands  that  income  is  also 
a  product  of  reduced  input  cost  or  increased  production,  which  can 
enhance  net  farmer  income. 

I  am  interested  to  know  if  there  would  be  support  among  any 
commodity  groups — you  represent,  obviously,  program  commodities 
as  well  as  nonprogram  commodities — if  we  redirected  some  of  the 
funds.  If  we  were  going  to  transition  from  direct  farmer  subsidies, 
or  income  subsidies,  we  could  try  to  apportion  this  money  into  re- 
search dollars,  and  we  could  maybe  bracket  it  into  entitlement 
spending  to  ensure  that  we  would  have  some  of  the  public  funds 
to  support  some  of  the  private  efforts  in  terms  of  research. 

Mr.  Boutwell.  Congressman  Dooley,  I  guess  in  terms  of  looking 
at  that,  we  have  asked  that  same  question  ourselves.  The  problem 
you  get  into  is  the  budget  battle  of  saying  we  are  going  to  cut  one 
program  in  order  to  expand  the  research  program  on  the  other  side. 
That  gets  into  an  awful  difficult  debate,  as  you  well  know. 

It  is  one  of  those  things  where  you  have  to  reach  the  point  where 
you  do  not  have  one  and  say  now  what  will  we  do  and  I  do  not 
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think  we  have  reached  that  point  yet.  Long  term  it  seems  to  me 
the  things  I  talked  about  in  my  testimony;  Hke  research  to  be  com- 
petitive and  develop  new  products,  and  growth  in  markets  are  ab- 
solutely critical  as  sufficient  income  support  errodes. 

Now,  how  you  get  there  and  are  we  at  the  point  to  where  we  are 
saying  that  we  no  longer  have  an  effective  program,  we  need  to 
switch  those  funds,  I  do  not  know  whether  we  are  there  yet,  prob- 
ably not. 

Mr.  DOOLEY.  I  would  just  again  say  this  is  something  important 
for  all  the  farm  groups  and  the  commodity  groups  to  determine.  If 
we  do  have  declining  budgets  going  to  agriculture  how  do  we  make 
the  most  cost-effective  investment  of  those  funds.  I  think  this  is  an 
area  which  we  should  be  considering. 

It  is  inevitable  we  will  become  more  market  oriented  in  any  pol- 
icy that  comes  out,  and  how  do  we  become  competitive  in  the  inter- 
national marketplace?  It  will  not  be  in  labor,  so  it  has  to  be  in 
high-tech,  or  in  that  area,  and  an  idea  or  policy  that  embraces 
something  along  this  line  is  something  that  should  be  part  of  the 
discussions  that  all  of  you  are  having  in  terms  of  the  1995  farm 
bill. 

Mr.  Sarpalius.  Mr.  Minge,  any  more  questions? 

Mr.  MiNGE.  No,  thank  you. 

Mr.  Sarpalius.  Let  me  thank  all  of  you  again  for  your  testimony, 
your  comments,  the  great  job  you  did  on  the  questions.  I  said  ear- 
lier this  is  the  beginning  of  a  long  process. 

Kathy,  I  might  mention  that  we  have  already  scheduled  two 
hearings  during  August  break,  field  hearings,  and  we  will  be  hold- 
ing more  of  them  as  time  goes  on. 

Thank  you  so  much  for  your  time  and  your  efforts  to  be  here 
today.  The  subcommittee  is  adjourned. 

[Whereupon,  at  1:20  p.m.,  the  subcommittee  was  adjourned,  to 
reconvene  subject  to  the  call  of  the  Chair.] 

[Material  submitted  for  inclusion  in  the  record  follows:] 
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Statement  by 

Abner  Womack,  Co-Director 

The  Food  and  Agricultural  Policy  Research  Institute  (FAPRI) 

University  of  Missouri-Columbia 

Before 

The  House  Agricultural  Subcommittee 

on  General  Farm  Commodities 

July  14,  1994 


Dear  Chairman  and  Members  of  the  Subcommittee: 

I  welcome  the  opportunity  to  review  the  economic  outlook  for  US  Agriculture.  This 
outlook  is  influenced  by  budget  constraints  and  pending  trade  agreements  as  we  enter  the  1995 
farm  bill  debate.  I  am  a  member  of  a  consortium  of  universities  that  have  been  involved  in  the 
development  and  utilization  of  a  global  econometric  model  for  the  specific  purpose  of  evaluating 
policy  options  facing  U.S.  and  foreign  agriculture.  This  consortium  includes  Iowa  State 
University,  Texas  A  &  M  University,  University  of  Arkansas,  Arizona  State  University  and  more 
recently  North  Dakota  State  University.  Funding  recently  has  allowed  for  the  further 
development  of  regional  models  of  the  US.  and  more  detail  regarding  trading  nations  globally.  In 
conjunction  with  Texas  A  &  M  representative  farm  simulations,  these  models  are  being  modified 
to  handle  a  broader  range  of  subjects  including  environmental  concerns  associated  with  the 
production  of  major  crops  and  livestock.  More  attention  will  also  be  given  to  the  fruit  and 
vegetable  industry,  a  thrust  recently  added  with  Arizona  State  University    Analysis  regarding 
global  rice  production  and  trade  is  conducted  jointly  with  University  of  Arkansas. 

My  comments  are  based  on  analysis  conducted  by  these  institutions  associated  with  The 
Food  and  Agricultural  Policy  Research  Institute  (FAPRI)    More  detail  on  the  United  States  is 
provided  in  the  FAPRI  1994  U.S.  Agricultural  Outlook,  (staff  report  #1-94),  April  1994    More 
detail  on  major  importing  and  exporting  countries  is  in  the  FAPRI  1994  International  Agricultural 
Outlook,  (staff  report  #2-94)  and  our  briefing  papers  titled  "Implementation  of  the  Uruguary 
Round  for  U.S.  Agriculture"  (University  of  Missouri)  and  "Implementations  of  the  Uruguary 
Round  for  Agriculture"  (Iowa  State  University).  Our  analysis  reflects  a  global  assessment  of  the 
agricultural  industry.  General  economic  information  is  consistent  with  projections  made  by  the 
WEFA  Group  and  Project  LINK  of  the  United  Nations 

Overview  for  the  Extension  of  the  1990  Farm  Bill  Through  the  Year  2002 

Conditioning  assumptions  for  the  baseline  projections  over  the  next  ten  years  include: 
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•    -  No  change  in  domestic  or  foreign  agricultural  policies  throughout  the  time 

of  the  analysis  from  policies  currently  in  place 

Incorporates  CAP  reform  by  the  European  Union  and  the  implementation 
of  the  NAFTA  combined  with  the  PROCAMPO  support  policy  in  Mexico 

Conservation  Reserve  Program  contracts  will  begin  to  expire  in  1995  and 
roughly  half  of  the  land  will  return  to  production  of  base  crops 

rBST  is  approved  for  commercial  use  with  65  percent  of  the  herd  utilizing 
this  product  by  1998  and  beyond 

Uruguary  Round  GATT  agreement  is  not  incorporated  in  the  baseline,  but 
has  been  treated  as  a  separate  analysis 

No  adverse  weather  conditions  in  the  US  or  other  major  production 
regions 

Export  enhancement  and  market  promotion  programs  continued  at  about 
$1.1  billion  each  year 

The  likely  environment  for  the  1995  farm  bill  debate  based  on  these  conditioning 
constraints  reflect  the  following  estimated  consequences  for  the  later  half  of  the  1990's: 


Crop  sector 


Total  crop  planted  area  to  increase  over  time  at  a  modest  pace  of 
about  1.5  million  acres  per  year 

Acreage  Reduction  Program  (ARP)  rates  to  remain  low.  Cotton 
should  see  the  highest  AJIP  rates  of  about  12.5  percent.  Rice  and 
oats  are  at  the  other  extreme  with  0  percent  ARP's 

Margins  between  program  participants  and  non-participant  net 
returns  per  acre  decline  over  time.  This  reflects  higher  market 
returns  for  non-participants  relative  to  participants  returns  facing 
frozen  government  support 

Commodity  prices  average  in  the  low  to  moderate  range,  but  with 
the  potential  for  extremely  volatile  movements  in  any  of  the  next 
few  years 
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Total  exports  recovering  but  not  attaining  fiscal  1 993  levels  until 
1998,  caused  by  large  European  supplies  and  poor  economic 
conditions  in  Former  Soviet  Union  and  East  Europe,  growing 
afterwards  at  about  2.5  to  3  0  percent  per  year 

Increasing  demand  for  domestic  commodities  reflecting  strength 
from  the  livestock  sector  and  industrial  uses 

Stocks  recover  to  moderate  ranges  with  government  held  reserves 
eventually  zero  except  for  150  million  bushels  of  wheat 

Stock  levels  not  adequate  to  buffer  a  major  natural  disaster  in  the 
next  two  to  three  years  without  substantial  price  pressure 

Stock  levels  reflect  lower  land  reserves  with  36  million  acres  in  the 
CRP,  marketing  loan  incentives  limiting  government  ability  to 
obtain  stocks  and  relatively  low  loan  rates 


Livestock  sector 


Dairy 


Production  of  beef,  pork,  broilers,  and  turkey  increasing  from  67 
billion  pounds  in  1993  to  77  billion  by  2002,  averages  2  percent 
growth  in  the  first  half  of  the  decade  and  about  1  percent  in  the 
later  half 

Per  capita  meat  consumption  increases  modestly,  growing  about  5 
pounds  over  the  later  part  of  the  decade 

The  retail  meat  bundle  price  increases  by  only  9  cents  over  the 
projection  period  as  the  mix  of  meat  products  continue  to  shift 
towards  the  less  expensive  poultry  products 

Livestock  prices  are  mixed  reflecting  production  cycles.  Lowest 
prices  expected  in  1996  when  beef  and  pork  production  peak  at  the 
same  time 


Milk  production  expected  to  grow  an  average  0.9  percent  during 
the  rBST  adoption  period  and  about  0  7  percent  per  year 
afterwards 
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Milk  prices  will  be  depressed  for  the  first  few  years  of  the 
projection  period,  as  sector  responds  to  higher  growth  rates  in 
production  per  cow 

Strength  in  cheese  demand  expected  to  continue,  exceeding  3 1 
pounds  per  capita  by  the  end  of  the  decade 

Cheese  prices  projected  to  remain  well  above  support  prices 


Net  Farm  Income 


Returns  to  program  crop  producers  reflect  significantly  lower  ARP 
rates  and  favorable  input  cost  situations  compared  to  conditions  as 
they  existed  in  the  mid-80's.  This  holds  particularly  for  energy  and 
interest  costs 

Net  farm  income  is  projected  to  decline  from  around  $49  billion  in 
1994  to  a  low  of  $42  billion  by  1996  when  the  cattle  and  pork 
cycles  simultaneously  reduce  livestock  receipts  while  farm 
production  expenses  continue  to  rise    As  cattle  and  pork  receipts 
begin  to  recover  and  crop  receipts  begin  to  increase,  net  farm 
income  is  projected  to  grow  steadily  beyond  1997 


Government  Cost 


Net  CCC  outlays  on  farm  programs  are  projected  to  fall  by  $5  2 
billion  in  fiscal  1994  from  the  1993  level  of  $14.9  billion 

Net  outlays  are  projected  to  range  between  $8  billion  and  $9  billion 
for  the  remainder  of  the  I990's  as  prices  remain  relatively  stable- 
again,  conditioned  on  "average"  weather 


Budget  Constraint  Implications 


Participation  in  farm  programs  remains  relatively  high  despite  the 
fact  that  real  government  support  continues  to  decline.  Even 
though  farmers  have  been  faced  with  frozen  target  prices,  15 
percent  flex,  and  constant  base  yields,  net  returns  have  remained 
fairly  constant  as  ARP  rates  have  adjusted 

Additional  program  cuts  will  alter  this  situation.  Analysis 
conducted  in  1993  by  FAPRI  suggests  that  additional  cuts  in  the  $5 
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billion  range  over  five  years  will  reduce  the  difference  between 
program  participants  and  non-  participant  returns,  weakening 
traditional  farm  programs 

Trend  towards  less  government  and  more  market  oriented  signals, 
compounded  by  budget  cuts,  is  exceeding  the  pace  of  price  and 
income  support  reductions  by  other  competing  countries 

Pace  of  budget  cuts  are  beginning  to  strain  traditional  safety  nets 
for  producers  and  consumers 

Less  government  involvement  in  production  agriculture  will  likely 
continue  to  imply  less  government  and  total  stock  holding  over 
time.  These  reduced  stock  levels  will  produce  greater  risks  to  the 
livestock  industry  and  eventually  the  consumer    The  1988  drought 
occurred  when  stock  holdings  of  wheat,  feed  grains  and  oilseeds 
were  fairly  high.  Analysis  we  conducted  in  1 989  indicated  that  had 
com  stocks  been  only  2  billion  bushels~a  figure  well  above  USDA's 
current  estimates  for  the  1 994  crop—consumer  food  costs  would 
have  been  $40  billion  higher  over  a  five  year  period  than  was  the 
actual  case.  Note  that  our  government  cost  projections  for  fiscal 
years  1995-2000  sum  to  $41  billion. 


Uruguary  Round  Implications 


Purpose  of  trade  agreement  is  increased  trade,  and  higher  levels  of 
world  economic  activity—higher  economic  activity  translates  into 
higher  incomes.  Over  time,  higher  incomes  improve  demand  for 
most  U.S.  agricultural  products 

The  strong  likelihood  of  stimulated  world  income  growth  in 
conjunction  with  reduced  government  involvement  in 
agricultural  trade  and  production  is  a  slow  winner  in  nearly  all 
agricultural  commodities  in  the  U.S. 

U.S.  net  farm  income  averages  $1 .4  billion  higher  under  our  GATT 
analysis  for  the  1995-2002  period  than  is  the  case  without  GATT 

Export  sales  of  com,  soybeans,  wheat,  sorghum  and  rice  are 
expected  to  go  up  under  the  agreement    For  cotton,  export  outlook 
is  less  clear  due  to  textile  agreement 
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By  the  year  2002,  wheat  exports  are  projected  to  be  94  million 
bushels  higher,  com  136  million  bushels.  Strongest  growth  in 
world  demand  for  soybeans  is  in  the  products-although  some 
questions  remain  in  the  oil  sector 

Strongest  acreage  increase  by  2002  is  expected  to  be  in  wheat,  up 
an  additional  4  million  acres,  com  2  million,  soybeans  about  1 
million  with  marginal  increases  for  cotton  and  rice 

Wheat  prices  are  estimated  to  average  8  cents  per  bushel  higher 
over  the  1995  to  2002  time  period,  corn  10  cents,  soybean  12  to  27 
cents,  rice  50  to  70  cents  per  hundredweight  and  cotton  up 
marginally 

U.S.  broiler  exports  are  estimated  to  be  up  an  additional  500  million 
pounds,  19  percent  by  the  end  of  the  decade.  Beef  imports  increase 
by  200  million  pounds  reflecting  the  repeal  of  the  Meat  Import  Act 
,  but  are  offset  by  an  expected  export  increase  of  330  million 
pounds.  Net  pork  trade  should  increase  by  about  1  billion  pounds 
or  6  percent  of  domestic  production 

Barrow  and  gilt  prices  go  up  in  all  but  the  final  year  of  the  analysis. 
Prices  return  to  baseline  level  in  the  final  year  of  analysis  as  a  result 
of  an  extra  1  billion  pounds  of  pork  products.  Prices  of  market 
cattle  and  feeder  calf  increase  each  year,  with  the  largest  increase  of 
$2  per  hundredweight  coming  in  1999 

Milk  prices  are  estimated  to  fall  in  the  first  three  years  of  the 
agreement.  Requirements  to  cut  back  the  Dairy  Export  Incentive 
Program  for  non  fat  dry  milk  drops  non-fat  dry  milk  prices  and  the 
dairy  sector  faces  higher  feed  costs 

Dairy  cows  numbers  and  production  decline  slightly  from  these 
initial  impacts  but  recover  later  as  income  growth  offsets  these 
initial  losses  with  all  milk  prices  16  cents  per  hundredweight  above 
baseline  estimates  by  the  year  2002 

Government  outlays  are  projected  to  decline  in  all  years.  Total 
savings  in  the  Commodity  Credit  Program  (CCC)  from  FY  95  to 
FY  99  are  projected  at  $5  billion 
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The  analysis  is  strongly  conditioned  on  the  assumption  that  all 
countries  play  by  the  rules  and  that  the  US  Government  adjusts 
ARP's  in  2.5  percent  blocks  when  price  increases  signal  a  reduction 


Areas  of  Concern 

The  current  farm  program  is  beginning  to  shift  or  tilt  out  of  balance. 
This  is  reflected  primarily  in  the  tight  stock  and  low  ARP  situation. 
Several  factors  are  contributing 

36  million  CRP  acres 

Limited  ability  to  recover  from  a  short  crop 

Low  government  stocks 

Tight  budget  for  program  management 

Consequences  include: 

Higher  than  normal  risks  for  food  security  in  the 
event  of  a  shon  crop 

Higher  than  normal  risks  for  the  livestock  industry 
with  little  or  no  government  stocks 

Higher  than  normal  risks  for  ensuring  adequate  trade 
supply 

Reduced  incentives  for  staying  in  farm  programs  if 
budget  cuts  continue  to  occur 

Less  than  normal  funds  for  food  assistance 

Less  than  normal  funds  for  conservation  and 
environment 

Less  than  normal  funds  for  rural  growth  and 
development 

It  is  entirely  likely  that  we  will  see  adequate  crops  this  year    Given  the  rainfalls  of  the  past 
few  weeks,  crop  yields  in  the  major  corn-belt  states  may  even  approach  and  even  exceed  the 


199 


records  observed  in  1992.  Yet  for  the  third  time  since  1981  we  have  pulled  corn,  soybean  and 
wheat  stocks  to  very  low  levels.  We  have  been  lucky  every  time--so  far 

We  may  well  go  in  to  the  debate  on  the  1995  farm  bill  with  corn  stocks  back  over  the  2 
billion  bushel  mark.  And  we  may  again  conduct  the  debate  acting  like  there  never  was  a  concern 
over  short  crops.  Yet  look  at  how  the  market  behaved  over  the  past  two  to  three  months    On  the 
basis  of  forecasts— not  actual  weather,  but  weather  forecasts  we  set  contract  highs    Soybeans 
above  $7.00  per  bushel,  com  approaching  $3.00.  Then  the  weather  forcasts  change  and  we  have 
dropped  the  price  of  beans  by  more  than  $1.00,  com  by  more  than  500.  Cotton  and  rice  prices 
have  also  dropped.  Over  a  six  week  period  of  time  we  set  contract  highs  and  lows  for  beans  and 
com.  This  is  a  classic  example  of  price  instability. 

If  we  have  a  good  crop  this  year  and  only  limited  debate  regarding  stocks  policy,  it  may 
well  come  back  to  haunt  us  over  the  life  of  the  next  farm  bill.  This  will  be  a  difficult  issue  to 
address  with  more  than  two  billion  bushels  of  corn  stocks,  or  more  that  a  billion  bushels  of  wheat 
in  the  bins.  But  just  as  quickly  as  those  stocks  can  build,  they  can  be  depleted.  Two  short  crops 
in  a  row  will  cause  significant  food  price  increases  in  the  United  States    We  may  never  get  two 
back-to-back  short  crops,  but  can  we  afford  the  risk? 

The  current  farm  program  is  delicately  balanced  around  a  set  of  intedinked  objectives. 
These  include  adequate  income  for  crop  and  livestock  producers,  adequate  food  supplies  at 
reasonable  prices,  maintaining  a  variable  export  market,  maintaining  adequate  stocks  in  the  event 
of  short  crops,  protecting  the  input  industry,  encouraging  conservation  and  environmentally  sound 
practices  and  the  economic  enhancement  of  rural  areas.  All  of  this  is  to  be  achieved  at  the  least 
cost  to  the  government.  Traditionally  meeting  these  objectives  required  CCC  outlays  of  around 
$10  to  $14  billion  per  year.  Managing  this  type  program  significantly  below  these  levels  will  not 
achieve  all  of  the  above  objectives.  Budget  pressures  are  beginning  to  unravel  the  necessary 
management  options  for  a  balanced  set  of  objectives.  Several  red  flags  are  beginning  to  emerge. 
FAPRI  analysis  suggest  that  additional  budget  cuts  in  the  $5  billion  range  will  signal  the  end  of 
traditional  farm  programs.  Incentives  for  remaining  in  farm  programs  will  be  extremely  low  and 
government  stock  activity  for  food  security  will  be  non-existent.  These  risks,  and  their 
implications,  represent  tough  questions  to  be  dealt  with  during  the  1995  farm  bill  debate. 

Again  Mr.  Chairman,  I  thank  you  for  this  opportunity  to  appear  before  the  Sub- 
Committee.  FAPRI  and  the  other  members  of  our  consortia  look  forward  to  working  with  the 
Sub-Committee  and  the  full  Committee  as  the  debat€  on  the  farm  bill  unfolds 
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STATEMENT  OF 

EDWARD  G.  SMITH 

AGRICULTURAL  AND  FOOD  POLICY  CENTER 

TEXAS  A&M  UNIVERSITY 

BEFORE  THE 

GENERAL  COMMODITIES  SUBCOMMITTEE 

COMMITTEE  ON  AGRICULTURE 

U.S.  HOUSE  OF  REPRESENTATIVES 


Mr.  Chairman  and  Members  of  the  Subcommittee,  thank  you  for  the  invitation  to 
appear  today  to  discuss  the  farm  level  impacts  of  extending  current  farm  program  provisions 
through  crop  year  2001.     Over  the  past  four  years,  the  Agricultural  and  Food  Policy  Center 
(AFPC)  at  Texas  A&M  University  has  worked  closely  with  the  Food  and  Agricultural  Policy 
Research  Institute  (FAPRI),  at  the  University  of  Missouri,  to  provide  an  independent  third 
party  evaluation  of  the  impacts  of  policy  proposals  as  requested  by  the  House  and  Senate 
Agriculture  Committees.    Our  efforts  also  include  a  collaborative  working  relationship  with 
the  faculty  of  the  National  Institute  for  Livestock  and  Dairy  Policy  (NILDP)  at  Cornell 
University. 

Funds  provided  by  the  Congress  for  these  collaborative  arrangements  have  allowed  us 
to  develop  and  maintain  data  on  over  75  representative  farms  and  ranches  chosen  from  major 
production  areas  throughout  the  United  States  as  a  result  of  consensus  discussion  with  your 
staff  (Figure  1).    The  information  necessary  to  simulate  the  economic  activity  on  these  farms 
are  developed  by  panels  of  producers  located  in  the  chosen  areas.    Normally,  two  farms  in 
each  production  area  are  developed  with  separate  panels  of  farmers:  one  is  a  moderate  size 
full-time  farm,  while  the  other  is  generally  two  to  five  times  larger. 

The  data  collected  from  these  panels  are  analyzed  in  a  whole  farm  simulation  model 
(FLIPSIM)  that  has  been  developed  and  refined  over  more  than  a  decade  under  the  leadership 
of  James  Richardson  of  our  faculty.   The  producer  panel  is  provided  pro-forma  income 
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statement,  balance  sheet,  and  cash  flow  statements  over  a  five  year  period.    The  producer 
panel  must  approve  the  pro-forma  financial  statements  as  being  representative  of  their 
operations  before  the  farm  data  are  used  for  policy  analyses.    Subsequently,  each  panel 
member  receives  all  of  our  reports  that  include  the  representative  farm  they  helped  develop. 
Our  goal  is  to  update  the  representative  farms  every  three  years,  although  if  a  member  of  a 
panel  concludes  that  the  farm  or  ranch  is  no  longer  generating  representative  results,  it  is  not 
unusual  for  him  or  her  to  call  us.    We  update  these  farms  promptly  before  they  are  again 
used  in  a  report  to  the  Congress.    The  panel  members  of  the  farms  utilized  in  this  study  are 
listed  in  the  Appendix  to  this  testimony. 

The  farm  level  simulations  discussed  today  utilize  the  prices  and  farm  program 
parameters  generated  by  FAPRI,  and  reported  on  previously  by  Abner  Womack.    Because  of 
the  brevity  requested  by  your  committee,  comments  on  the  analysis  will  be  restricted  to  the 
major  program  crops:  wheat,  feed  grains,  cotton,  and  rice.    For  illustrative  purposes, 
descriptive  data  and  charts  showing  cash  receipts,  net  cash  income,  change  in  real  equity, 
and  the  probability  that  the  farm  remains  economically  solvent,  are  included  for 
representative  farms  located  in  major  producing  states  (Tables  1  through  4,  Figures  1  through 
14). 

The  selected  panels  include  moderate  and  large  scale  feed  grain  farms  in 
Northwestern  Iowa,  the  Northern  High  Plains  of  Texas,  and  South  Central  Nebraska;  wheat 
farms  in  South  Central  Kansas;  cotton  farms  in  the  Southern  High  Plains  of  Texas  and  the 
Southern  San  Joaquin  Valley  of  California;  and  a  Northeastern  Arkansas  rice  farm.   Those 
interested  in  greater  detail,  or  other  farms,  are  referred  to  AFPC  Working  Paper  94-1. 

All  farms  used  in  the  analysis  have  been  updated  through  crop  year  1992.    Acmal 
yields  and  prices  reflective  of  the  area  are  utilized  for  1992  and  1993  with  FAPRI  projections 
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utilized  for  1994-2001.    The  crop  fanns  are  assumed  to  begin  with  20  percent  initial 
intermediate  and  long  term  debt  based  on  debt  information  provided  by  ERS-USDA  and  the 
panel  members.    The  farms  utilize  the  flex  alternatives  when  profitable  and  are  structured  so 
that  government  payments  are  not  reduced  by  payment  limits.    It  is  assumed  that  the  farm 
will  contribute  between  $25-50,000  annually  to  cover  family  living  expenditures.    No  off- 
farm  income  is  included  in  the  analysis. 
In  general  the  results  indicate: 

•  A  continuation  of  cost-price  squeeze  conditions  are  evident  on  the  program  crop 
farms.    FAPRI  does  not  project  market  prices  to  exceed  target  price  levels  over 
the  study  period,  thus  revenues  increase  only  modestly  (less  than  1 1  percent)  while 
input  costs  increase  significantly  (more  than  25  percent). 

•  While  most  farms  feel  the  pressure  from  the  cost-price  squeeze,  economies  of 
scale  are  indicated  in  most  regions.    Therefore,  the  larger  scale  operation  is  more 
resilient  than  its  moderate  scale  counterpart.    An  exception,  however,  occurs  in 
rice  where  the  larger  operations  appear  as  vulnerable  as  the  moderate  farms. 

•  Cotton,  wheat,  and  rice  farms  continue  to  receive  over  15  percent  of  their  revenue 
through  government  payments  and  thus  are  relatively  more  vulnerable  to  actions 
that  reduce  govenunent  support. 

•  Conunodities  where  economic  adversities  are  most  likely  to  result  in  pressure  for 
policy  changes  include  wheat  and  rice. 

The  following  conmients  are  designed  to  briefly  summarize  the  results  by  commodity 
for  the  farms  presented  here. 

•  Feed  grain  farms  experienced  generally  more  favorable  conditions  than  other  crop 
farms  due,  in  part,  to  the  oilseed  interaction.   The  three  large  scale  farms 
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presented  here  experienced  increased  real  net  worth.    The  three  moderate  scale 
farms  experienced  reduced  net  worth,  however  only  a  3  to  7  percent  increase  in 
cash  receipts  would  result  in  their  net  worth  maintenance.    Overall,  of  the  ten  feed 
grain  farms  monitored  nationally,  six  increased  real  net  worth. 

•  Wheat  farms  experienced  the  greatest  fmancial  stress  of  the  crop  farms  with 
specialized  wheat  farms  facing  the  most  adversity.    Both  the  moderate  and  large 
Kansas  wheat  farms  presented  here  lost  40  and  10  percent  of  their  net  worth, 
respectively.    The  moderate  size  farm  was  more  adversely  affected  than  the  large 
scale  coimterpart.    An  8  p)ercent  increase  in  receipts  would,  however,  at  least 
allow  the  large  farm  to  maintain  net  worth.    The  moderate  Kansas  operation  would 
need  to  experience  increases  in  cash  receipts  of  over  29  percent  in  order  to  abate 
the  decline  in  real  net  worth.   The  Kansas  farms  are  not  unique,  seven  of  the  eight 
wheat  farms  monitored  by  AFPC  lose  real  net  worth,  with  only  the  large  scale 
Washington  operation  being  able  to  maintain  real  equity. 

•  Cotton  farms  experienced  generally  more  favorable  conditions  than  non-feed  grain 
crop  farms.    Compared  to  past  years,  adjustments  have  been  made  to  improve 
income.   The  two  California  cotton  farms  presented  here  experienced  real  net 
worth  growth,  as  did  the  farms  in  Central  and  Coastal  Texas.   Farms  in  the  Texas 
Southern  Plains  are  reflective  of  the  operations  losing  real  equity  over  the  1992- 
2001  period  (including  the  Rolling  Plains  and  Mississippi).    An  increase  in 
receipts  of  4  percent,  however,  would  allow  the  large  Texas  Southern  Plains  farm 
to  maintain  real  net  worth.   The  moderate  Texas  Southern  Plains  farm  would  need 
to  see  receipts  increase  by  14  percent.  ' 
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•    Rice  farms'  financial  conditions  were  heavily  influenced  by  export  market 
conditions  (sales  to  Japan)  and  government  payments  in  1993.    Large  income 
increases  for  all  farms  were  experienced  in  1993.    Declines  in  farm  income  were 
consistently  experienced  thereafter.    In  other  words,  rice  farms  will  be  living  off 
their  1993  gains.    For  example,  the  Arkansas  farm  would  experience  a  14  percent 
loss  in  real  equity  by  the  year  2001.   An  increase  in  receipts  of  4  percent, 
however,  would  allow  it  to  protect  equity.    Of  the  seven  rice  farms  monitored 
nationally,  only  the  moderate  size  operation  in  Missouri  experiences  real  equity 
growth.   The  Texas  farms  and  the  large  California  and  Missouri  operations  would 
need  between  a  10-15  percent  increase  in  receipts  before  net  worth  would  not  be 
eroded. 
These  results  indicate  the  diversity  and  instability  of  returns  in  agriculture.    Relatively 
speaking,  feed  grain  farms  are  doing  better  than  any  other  sector.   The  United  States  is  in  a 
more  dominant  position  internationally  in  feed  grains  relative  to  the  other  program 
commodities.   Our  farm  programs  provide  protection  in  the  face  of  international  market 
forces,  particularly  for  the  commodities  in  which  the  international  markets  dominate. 
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CHARACTERISTICS  OF  PA^fEL  FARMS  IN  MAJOR  PRODUCTION  REGIONS 


IAG760  a  760-acre  Northwestern  Iowa  (Webster  County)  moderate  size  grain  farm  that 

grew  340  acres  of  com  and  363  acres  of  soybeans  in  1992.    The  farm 
continued  to  plant  com  on  its  NFA  acreage  and  received  about  59  percent  of 
its  receipts  from  com. 

IAG1500         a  1,500-acre  Northwestern  Iowa  (Webster  County)  large  grain  farm  that  grew 
771  acres  of  com  and  648  acres  of  soybeans  in  1992.    The  farm  continued  to 
plant  com  on  its  flex  acreage  and  generated  63  percent  of  its  gross  receipts 
from  com. 

TXNP1600     a  1 ,6(X)-Northem  High  Plains  of  Texas  (Moore  County)  moderate  size 

irrigated  grain  farm  with  610  acres  of  wheat,  266  acres  of  sorghum,  and  447 
acres  of  com  in  1992.    The  farm  did  not  flex  any  base  acres  and  generated 
about  67  percent  of  its  total  receipts  from  feed  grains. 

TXNP4500      a  4,500-acre  Northem  High  Plains  of  Texas  (Moore  County)  large  irrigated 

grain  farm  with  1,596  acres  of  wheat,  805  acres  of  sorghimi,  and  996  acres  of 
com  in  1992.  The  farm  did  not  flex  any  of  its  base  acres  and  generated  about 
65  percent  of  its  total  revenue  from  feed  grains. 

NEG800         a  800-acre  South  Central  Nebraska  (Phelps  County)  moderate  size  irrigated 

grain  farm  that  grew  684  acres  of  com,  50  acres  of  soybeans,  and  30  acres  of 
alfalfa  in  1992.    The  farm  continued  to  plant  com  on  its  NFA  acreage  and 
generated  about  81  percent  of  its  gross  receipts  from  com. 

NEG1575        a  1,575-acre  South  Central  Nebraska  (Phelps  Coimty)  large  irrigated  grain 

farm  that  grew  1,425  acres  of  com  in  1992.   The  farm  generated  97  percent  of 
its  revenue  from  com. 

KSW1180       a  1,175-acre  South  Central  Kansas  (Sumner  County)  moderate  size  grain  farm 
that  grew  1,045  acres  of  wheat  and  71  acres  of  sorghum  in  1992.    The  farm 
did  not  flex  any  base  acres  and  generated  about  94  percent  of  its  total  revenue 
from  wheat  in  1992. 

KSW2800       a  2, 800-acre  South  Central  Kansas  (Sumner  County)  large  size  grain  farm  that 
grew  2,240  acres  of  wheat  and  420  acres  of  sorghum  in  1992.   The  farm 
flexed  NFA  wheat  to  sorghum.   Wheat  generated  about  88  percent  of  the 
revenue  on  this  farm. 
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Table  1.  Characteristics  of  Panel  Farms  In  Major  Production  Regions. 


IAG760 

IAC1500 

TXNP1600 

TXMP4500 

NEG800 

NEC1575 

KSU1180 

KSU2800 

Total 

Cropland 

760. 

1500. 

1600. 

4500. 

800. 

1575. 

1175. 

2800. 

Acres 

Owned 

140. 

132. 

320. 

900. 

400. 

1040. 

388. 

250. 

Acres 

Leased 

620. 

1368. 

1280. 

3600. 

400. 

535. 

787. 

2550. 

Total 

Pasture 

0. 

0. 

0. 

0. 

0. 

0. 

25. 

250. 

Acres 

Owned 

0. 

0. 

0. 

0. 

0. 

0. 

8. 

25. 

Acres 

Leased 

0. 

0. 

0. 

0. 

0. 

0. 

17. 

225. 

Assets 

(tlOOO) 

Total 

425. 

526. 

576. 

1253. 

1128. 

2378. 

466. 

690. 

Real 

Estate 

305. 

285. 

175. 

510. 

805. 

1924. 

294. 

327. 

Nach  i 

nery 

111. 

192. 

381. 

638. 

219. 

379. 

172. 

352. 

Other 

&  Livestoci( 

8. 

49. 

20. 

105. 

104. 

75. 

0. 

11. 

Debt/Asset  Ratios* 

Total 

0.22 

0.25 

0.21 

0.22 

0.19 

0.20 

0.22 

0.19 

Intermediate 

0.28 

0.32 

0.22 

0.23 

0.20 

0.25 

0.24 

0.19 

Long 

Run 

0.19 

0.19 

0.19 

0.19 

0.19 

0.19 

0.21 

0.20 

1992  Livestock 

Beef 

Cows 

0. 

0. 

0. 

0. 

100. 

0. 

0. 

0. 

1992  Gross  Receipts  (tl.OOO)" 
Total  186.4 

Cattle 


Corn 
Soybeans 
Wheat 
Sorghini 
Other  Income 


263.2 


330.4 


811.8 


338.6 


620.4 


126.3 


256.3 


0.0 

o.ox 

0.0 

o.ox 

0.0 
O.OX 

0.0 
O.OX 

53.1 

15. 7X 

0.0 

o.ox 

0.0 

o.ox 

0.0 
O.OX 

109.6 
58. 8X 

166.6 
63. 3X 

159.9 
48. 4X 

340.3 
41. 9X 

275.2 
81 .3X 

600.4 
96. 8X 

0.0 

o.ox 

0.0 
O.OX 

76.8 
41. 2t 

96.6 
36. 7X 

0.0 
O.OX 

0.0 
O.OX 

10.3 

3. OX 

0.0 
O.OX 

0.0 

o.ox 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

108.2 
32. 8X 

283.2 

34. 9X 

0.0 
O.OX 

0.0 
O.OX 

118.5 
93. 8X 

225.8 
88. IX 

0.0 

o.ox 

0.0 
O.OX 

62.2 
18. 8X 

188.3 
23. 2X 

0.0 
O.OX 

0.0 
O.OX 

7.8 
6.2X 

30.6 
11. 9X 

0.0 

o.ox 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

20.0 
3.2X 

0.0 
O.OX 

0.0 
O.OX 

1992  Planted  Acres*** 
Total 


Corn 


Soytjeans 


Wheat 


Sorghun 


703.1 

340.1 

48. 4X 

363.0 
51 .6X 

0.0 
O.OX 

0.0 
O.OX 


1419.4 

771.4 
54. 3X 

648.0 
45. 7X 

0.0 
O.OX 

0.0 
O.OX 


1322.4 

446.5 
33. 8X 

0.0 
O.OX 

609.9 
46. IX 

266.0 
20. IX 


4521.3 

995.6 
22. OX 

0.0 
O.OX 

1596.0 
35. 3X 

804.7 
17.8X 


764.0 

684.0 
89. 5X 

50.0 
6.5X 

0.0 
O.OX 

0.0 
O.OX 


1425.0 


1425.0 
100. OX 


0.0 
O.OX 


0.0 
O.OX 


0.0 
O.OX 


1116.3 

0.0 
O.OX 

0.0 
O.OX 

1045.0 
93. 6X 

71.3 
6.4X 


2660.0 

0.0 
O.OX 

0.0 
O.OX 

2240.0 
84. 2X 

420.0 
15. 8X 


*Total  debt/asset  ratio  includes  accrued  taxes  that  are  not  reflected  in  machinery  and  land  debt. 
**Receipts  for  1992  are  included  to  indicate  the  relative  importance  of  each  enterprise  to  the  farm.  Percents 
indicate  the  percentage  of  the  total  receipts  accoi«>ted  for  by  the  livestock  categories  and  the  crops. 
***Acreages  for  1992  are  included  to  indicate  the  relative  iin»rtance  of  each  enterprise  to  the  farm;  these  values 
reflect  acreage  reduction  percentages  that  year.  Total  planted  acreage  may  exceed  total  cropland  available  due 
to  double  cropping.  Percents  indicate  the  percentage  of  total  planted  acreage  accounted  for  by  the  crop. 
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CHARACTERISTICS  OF  PANEL  FARMS  IN  MAJOR  PRODUCTION  REGIONS 

Continued 


TXSP1360      a  1,360-acre  Texas  Southern  High  Plains  (Dawson  County)  moderate  size 

cotton  farm  that  grew  820  acres  of  cotton  in  1992.    The  farm  did  not  flex  any 
crops  and  generated  all  of  its  receipts  from  cotton. 

TXSP3310      a  3,310-acre  Texas  Southern  High  Plains  (Dawson  County)  large  cotton  farm 
that  grew  2,250  acres  of  cotton  in  1992.    The  farm  did  not  flex  any  crops  and 
generated  all  of  its  revenue  from  cotton. 

CAC735         a  735-acre  Southern  San  Joaquin  Valley  California  (Kern  County)  moderate 
size  cotton  farm  that  grew  450  acres  of  cotton  and  201  acres  of  alfalfa  in 
1992.    The  farm  did  not  flex  any  crops  and  generated  about  80  percent  of  its 
total  receipts  from  cotton. 

CAC3150        a  3,150-acre  Southern  San  Joaquin  Valley  California  (Kern  County)  large 

cotton  farm  that  grew  1,800  acres  of  cotton  and  1,002  acres  of  alfalfa  in  1992. 
The  farm  did  not  flex  any  crops  and  generated  about  74  percent  of  its  total 
revenue  from  cotton. 


ARR1260        a  1,260-acre  Arkansas  (Poinsett  County)  moderate  size  rice  farm  that  grew  580 
acres  of  rice,  138  acres  of  wheat,  and  580  acres  of  soybeans  in  1992.    The 
farm  flexed  NFA  rice  and  wheat  to  soybeans  and  received  about  72  percent  of 
its  revenue  from  rice. 
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Table  2.  Characteristics  of  Panel  Farms  In  Major  Production  Regions. 


TXSP1360   TXSP3310   CAC735     CAC3150    Aim1260 


Total  Cropland 
Acres  Owned 
Acres  Leased 

1360. 

MO. 

1020. 

3310. 
1100. 
2210. 

735. 
368. 

367. 

3150. 
1050. 
2100. 

1260. 
440. 
820. 

Assets  (tlOOO) 
Total 

Real  Estate 
Machinery 
Other 

321. 

151. 

166. 

t,. 

976. 

506. 

402. 

69. 

1184. 

771. 

351. 

62. 

3481. 
2451. 

790. 

240. 

1200. 

689. 

478. 

33. 

Debt/Asset  Ratios* 
Total 

Intermediate 
Long  Run 

0.31 
0.42 
0.19 

0.24 
0.28 
0.19 

0.22 
0.26 
0.19 

0.23 
0.31 
0.19 

0.21 
0.22 
0.19 

1992  Cross  Receipts  ($1 
Total 

000)** 
189.9 

533.3 

673.4 

3003.7 

446.4 

Cotton 

189.9 
100. OX 

533.3 

100. OX 

535.5 
79. 5X 

2229.7 

74. 2X 

0.0 
O.OX 

Soyt>ean8 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

103.9 
23. 3X 

Nediun  Grain  Rice 

0.0 
O.OX 

0.0 
O.OX 

0.0 

O.OX 

0.0 

O.OX 

162.5 

36. 4X 

Long  Grain  Rice 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

158.7 
35 .6X 

Wheat 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

20.4 
4.6X 

Other  IncooK 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

1.0 
0.2X 

1992  Planted  Acres"* 
Total 

819.9 

2250.0 

651.0 

2802.0 

1276.1 

Cotton 

819.9 

100. OX 

2250.0 
100. OX 

450.0 
69.  IX 

1800.0 
64. 2X 

0.0 
O.OX 

Soybeans 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

580.1 
45. 5X 

Mediin  Grain  Rice 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

290.0 
22. 7X 

Long  Grain  Rice 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

290.0 
22. 7X 

Wheat 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

0.0 
O.OX 

116.0 

9. IX 

*Total  debt/asset  ratio  includes  accrued  taxes  that  are  not  reflected  in  machinery  and  land  debt. 
**Receipts  for  1992  are  included  to  indicate  the  relative  importance  of  each  enterprise  to  the  farm.  Percents 
indicate  the  percentage  of  the  total  receipts  accounted  for  by  the  crop. 
***Acreages  for  1992  are  included  to  indicate  the  relative  importance  of  each  enterprise  to  the  farm;  these  values 
reflect  acreage  reduction  percentages  that  year.  Total  planted  acreage  may  exceed  total  cropland  available  due 
to  double  cropping.  Percents  indicate  the  percentage  of  total  planted  acreage  accounted  for  by  the  crop. 
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Table  3. 


ImpUcations  of  the  1990  Farm  8Ul  and  the  January  1994  FAPRl  Baseline 

on  the  Economic  Viability  of  Representative  farms  In  Major  Production  Regi 


IAC760 

IAC1500 

TXNP1600 

TXNP4500 

NEC800 

NEG1575 

Ksyii80 

KSUZSOO 

Probabi 

I ity  of 

Remaining 

Solvent  (X) 

1992 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

1993 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

1994 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

1995 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

1996 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

1997 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

1998 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

1999 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

2000 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

99.00 

100.00 

2001. 
Average 

Annual 

Cash  Rece 

100.00 
ipts  (S1000) 

100.00 

100.00 

100.00 

100.00 

100.00 

71.00 

100.00 

1992 

186.40 

263.20 

330.40 

811.78 

338.48 

620.41 

126.27 

256.34 

1993 

173.70 

241.99 

366.18 

896.77 

327.58 

574.90 

144.64 

303.85 

1994 

198.31 

278.74 

342.63 

838.18 

355.52 

653.72 

128.50 

268.67 

1995 

194.10 

272.26 

329.68 

807.46 

343.65 

613.96 

127.29 

264.08 

1996 

193.46 

271.38 

323.36 

792.96 

340.86 

623.46 

124.30 

260.63 

1997 

195.15 

273.73 

326.63 

801.48 

338.99 

606.82 

126.74 

261.96 

1998 

197.09 

276.32 

332.19 

813.74 

349.23 

648.27 

124.07 

257.61 

1999 

197.65 

277.36 

333.99 

818.01 

348.09 

638.29 

125.49 

261.19 

2000 

206.61 

288.81 

331.28 

811.38 

346.20 

615.82 

124.90 

259.57 

2001 

207.67 

290.98 

347.87 

850.46 

361.31 

650.20 

131.07 

269.98 

1995-2001  Averaae 

198.82 

278.69 

332.14 

813.64 

346.90 

628.12 

126.26 

262.15 

Average 

Annual 

Net  Cash 

Income  (tlOOO) 

1992 

59.70 

124.62 

69.95 

220.96 

80.44 

191.99 

38.87 

68.66 

1993 

51.26 

111.13 

107.27 

319.61 

76.97 

171.47 

56.04 

111.91 

1994 

66.81 

136.19 

79.60 

255.65 

96.60 

227.36 

38.74 

78.73 

1995 

62.71 

132.11 

68.33 

220.04 

80.01 

197.12 

29.60 

77.56 

1996 

61.01 

121.75 

52.46 

199.04 

75.69 

200.65 

20.82 

65.73 

1997 

54.45 

123.94 

46.33 

188.42 

66.91 

169.54 

19.96 

54.48 

1998 

47.77 

126.41 

35.62 

177.50 

57.77 

190.32 

10.44 

42.25 

1999 

45.42 

127.13 

17.70 

169.05 

50.55 

179.43 

5.91 

32.09 

2000 

49.29 

137.07 

1.60 

139.23 

32.55 

140.69 

-3.35 

21.24 

2001 

47.67 

135.86 

-6.69 

149.81 

37.99 

156.63 

-13.36 

18.53 

199S-2001  Average 

52.62 

129.18 

30.76 

177.58 

57.35 

176.34 

10.00 

44.56 

Average 

Change 

in  Real  Net  Worth  (X) 

1992 

4.41 

10.76 

1.81 

13.59 

3.43 

4.55 

-1.24 

2.55 

1993 

5.23 

20.55 

7.61 

30.46 

4.60 

6.13 

-1.92 

6.86 

1994 

5.61 

28.69 

9.51 

41.46 

6.10 

8.84 

-4.57 

6.53 

1995 

6.01 

39.81 

8.74 

47.46 

4.72 

10.40 

-11.85 

6.74 

1996 

6.80 

43.91 

4.17 

52.33 

3.22 

11.18 

-19.79 

3.75 

1997 

3.24 

51.41 

0.20 

54.76 

1.91 

10.74 

-27.23 

-2.03 

1998 

•2.34 

57.09 

-7.82 

55.61 

-1.56 

10.36 

-37.28 

-7.47 

1999 

•5.97 

62.41 

-20.57 

56.93 

-4.45 

10.31 

-47.33 

-15.66 

2000 

-11.19 

67.94 

-31.84 

54.20 

-9.55 

8.73 

-59.99 

-23.86 

2001 

-15.26 

72.94 

-46.12 

52.20 

-13.35 

7.02 

-81.90 

-32.88 

1995-2001  Average 

-2.67 

56.50 

-13.32 

53.35 

-2.72 

9.82 

-40.77 

-10.20 

Net  Income  Adjustment 

in  Doll 

ars  (tlOOO) 

7.09 

-46.41 

24.47 

-57.75 

17.63 

-1.17 

37.51 

23.24 

Net  Income  Adjustment 

as  X  Receipts 

(X) 

3.63 

-16.97 

7.27 

-7.01 

5.11 

-0.19 

29.23 

8.72 

Probability  of  Remaining  Solvent  -  Chance  that  the  farm  will  not  be  declared  insolvent,  i.e.,  the  farm  will 

maintain  an  equity  to  asset  ratio  greater  than  the  minimun  of  0.15  in  each  year. 
Annual  Cash  Receipta  -  Total  cash  receipts  from  crops,  dairy,  livestock,  government  payments,  and  other  farm 

related  activities. 

1995-2001  Average  -  Is  an  average  calculated  over  the  1995-2001  period. 
Anrual  Net  Cash  Income  -  Total  cash  receipts  minus  total  cash  expenses;  excludes  family  living  expenses, 

principal  payments,  and  costs  to  replace  capital  assets. 
Average  Change  in  Real  Net  Worth  -  Percentage  change  in  real  net  worth  from  January  1,  1992  to  the  end  of 

each  year  in  the  planning  horizon. 
Net  Income  Adjustment  in  Dollars  -  Annual  increase  in  income  necessary  to  prevent  the  loss  in  real  net  worth. 
Net  Income  Adjustment  X  Receipts  -  Annual  increase  in  incoaw  necessary  to  prevent  the  loss  in  real  net  worth, 

expressed  as  a  percent  of  cash  receipts. 
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Table  >•■ 


Implications  of  the  1990  f»n»  Bill  and  the  January  1994  FAPRI  Baseline 

on  the  Economic  Viability  of  Representative  Farms  In  Major  Production  Regions. 


TXSP1J60   TXSP3310   CAC735 


CACJ150 


ARR1260 


Probability  of  Remaining  Solvent  (X) 


1992 

100.00 

100.00 

100.00 

100.00 

100.00 

199  J 

100.00 

100.00 

100.00 

100.00 

100.00 

1994 

100.00 

100.00 

100.00 

100.00 

100.00 

1995 

100.00 

100.00 

100.00 

100.00 

100.00 

1996 

97.00 

100.00 

100.00 

100.00 

100.00 

1997 

96.00 

100.00 

100.00 

100.00 

100.00 

1998 

90.00 

100.00 

100.00 

100.00 

100.00 

1999 

79.00 

99.00 

100.00 

100.00 

100.00 

2000 

56.00 

96.00 

100.00 

100.00 

100.00 

2001 

39.00 

91.00 

100.00 

100.00 

100.00 

Average  Annual 

Cash  Rece 

ipts  (SIOOO) 

1992 

189.89 

533.29 

673.43 

3003.68 

446.44 

1995 

217.67 

612.22 

759.30 

3396.11 

499.10 

1994 

174.56 

487.34 

635.01 

2848.05 

456.53 

1995 

180.28 

503.87 

638.70 

2862.76 

456.65 

1996 

175.55 

490.03 

640.89 

2879.59 

459.63 

1997 

166.39 

464.19 

645.81 

2904.58 

455.66 

1998 

177.00 

494.18 

653.49 

2939.97 

457.30 

1999 

178.15 

498.29 

646.22 

2893.93 

460.49 

2000 

188.19 

526.59 

640.78 

2860.17 

468.16 

2001 

189.52 

529.51 

638.26 

2848.23 

464.32 

1995-2001 

Average 

179.30 

500.95 

643.45 

2884.17 

460.31 

Average  Annual 

Net  Cash 

Income  (SIOOO) 

1992 

51.84 

138.59 

159.69 

642.68 

97.77 

1993 

73.07 

210.25 

244.97 

1039.18 

160.12 

1994 

35.99 

107.41 

140.08 

586.36 

104.64 

1995 

34.90 

104.90 

126.16 

516.36 

98.72 

1996 

28.25 

85.11 

124.98 

514.02 

91.23 

1997 

15.43 

53.34 

119.73 

486.59 

77.98 

1998 

15.97 

53.16 

107.28 

442.79 

69.45 

1999 

5.50 

33.40 

82.39 

314.60 

55.56 

2000 

4.04 

36.06 

58.38 

186.83 

49.55 

2001 

-5.65 

15.19 

34.91 

82.28 

27.69 

1995-2001 

Average 

14.06 

54.45 

93.40 

363.35 

67.14 

Average  Change 

in  Real  Net  Worth  (X) 

1992 

5.18 

8.59 

6.24 

14.65 

3.08 

1993 

10.19 

20.74 

14.71 

33.91 

8.65 

1994 

4.08 

21.97 

18.49 

44.43 

8.84 

1995 

-2.51 

21.41 

19.75 

50.54 

10.03 

1996 

-13.28 

17.80 

20.59 

55.60 

8.37 

1997 

-27.48 

11.54 

20.98 

59.26 

6.58 

1998 

-43.02 

3.31 

19.61 

62.33 

3.82 

1999 

-66.28 

-5.77 

16.95 

61.20 

-2.27 

2000 

-95.48 

-14.77 

13.16 

57.04 

-6.58 

2001 

-129.49 

-26.86 

7.98 

50.22 

-13.61 

1995-2001 

Average 

-53.93 

0.95 

17.00 

56.60 

0.91 

Net  Income  Adjustment 

in  Dollars  (SIOOO) 

25.27 

20.52 

-11.62 

-170.66 

18.60 

Net  Income  Adjustment 

as  X  Rece 

pts 

CX) 

13.75 

3.99 

-1.77 

•5.80 

4.02 

Probability  of  Remaining  Solvent  -  Chance  that  the  fam  will  not  be  declared  insolvent,  i.e.,  the  farm  will 

maintain  an  equity  to  asset  ratio  greater  than  the  mininua  of  0.15  in  each  year. 
Annual  Cash  Receipts  -  Total  cash  receipts  from  crops,  dairy,  livestock,  goverrment  payments,  and  other  farm 

related  activities. 

1995-2001  Average  -  Is  an  average  calculated  over  the  1995-2001  period. 
Anrxjal  Net  Cash  Income  -  Total  cash  receipts  minus  total  cash  expenses;  excludes  family  living  expenses, 

principal  payments,  and  costs  to  replace  capital  assets. 
Average  Change  in  Real  Net  Worth  -  Percentage  change  in  real  net  worth  from  January  1,  1992  to  the  end  of 

each  year  in  the  planning  horizon. 
Net  Income  Adjustment  in  Dollars  -  Annual  increase  in  income  necessary  to  prevent  the  loss  in  real  net  worth. 
Net  Income  Adjustment  X  Receipts  -  Annual  increase  in  income  necessary  to  prevent  the  loss  in  real  net  worth, 

expressed  as  a  percent  of  cash  receipts. 
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APPE^fDIX  A 
PANEL  FARM  COOPERATORS 


Iowa 

Facilitators 

Dr.  William  Edwards  -  Professor  and  Extension  Economist,  Iowa  State  University 
Panel  Participants 

Mr.  Phil  Naeve  Mr.  Dennis  Ammen 

Mr.  Larry  Lynch  Mr.  John  Ricke 

Mr.  Don  Sandell  Mr.  Britt  Shelton 

Mr.  Bob  Anderson  Mr.  Virgil  Gordon 

Mr.  Larry  Lane 

Texas  -  Northern  High  Plains 

Facilitators 

Dr.  Steve  Amosson  -  Extension  Economist  -  Management,  Texas  A&M  University 

Mr.  Brad  Johnson  -  Sunray  Cooperative,  Sunray,  Texas 
Panel  Participants 

Mr.  Wesley  Spurlock  Mr.  Kenneth  Keisling 

Mr.  Marion  Garland  Mr.  Ronnie  Williams 

Mr.  Gary  Keisling  Mr.  Tom  Moore 

Mr.  Charles  Dooley 

Nebraska 

Facilitators 

Mr.  Gary  Hall  -  Phelps  County  Agriculmral  Extension  Agent 

Dr.  Roger  Selley  -  Extension  Farm  Management  Specialist,  University  of 

Nebraska 
Panel  Participants 

Mr.  Frank  Hadley  Mr.  Tom  Schwarz 

Mr.  Gary  Robison  Mr.  Scott  Davis 

Mr.  Kerry  Blythe  Mr.  Johnny  Nelson 

Mr.  Brian  Johnson  Mr.  Dave  High 

Mr.  Charles  Wohlgemuth 


26 


226 


Kansas 


Facilitators 

Mr.  Tim  Stuckey  -  Extension  Agricultural  Economist,  Kansas  State  University 

Mr.  Gerald  Le  Valley  -  Sumner  County  Agricultural  Extension  Agent 

Dr.  Fred  Delano  -  Administrator  of  Farm  Management  Association  Program, 

Kansas  State  University 
Panel  Participants 

Mr.  Paul  Nye 

Mr.  Leroy  Hoopes 

Mr.  Jim  Mathes 

Mr.  Lauren  Ostrander 

Mr.  Harold  Hainsworth 

Mr.  Rae  Reuser 


Mr.  Thomas  Ostrander 
Mr.  Ronald  Frazier 
Mr.  Nick  Steffen 
Mr.  Donald  Applegate 
Mr.  David  Messenger 
Mr.  Don  Casner 


Texas  -  Southern  High  Plains 

Facilitators 

Mr.  John  Farris  -  Dawson  County  Agricultural  Extension  Agent 

Dr.  Jackie  Smith  -  Extension  Economist  -  Management,  Texas  A&M  University 
Panel  Participants 

Mr.  Norris  Barron  Mr.  Nolan  Vogler 
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to  the  Subcommittee  on  General  Farm  Commodities 
Committee  on  Agriculture 
U.S.  House  of  Representatives 

July  14,  1994 


Mr.  Chairman,  thank  you  for  the  invitation  to  present 
the  views  of  the  National  Corn  Growers  Association  (NCGA) 
regarding  the  economic  outlook  of  the  U.S.  agriculture 
sector.   I  am  Pete  Wenstrand,  President  of  NCGA  and  a 
producer  from  Essex,  Iowa. 

Most  farmers  in  the  Midwest  are  encouraged  by  the 
prospect  of  good  crops  this  year  after  a  devastating  1993 
that  was  marred  by  low  yields,  poor  quality  and,  in  many 
instances,  total  crop  loss  from  flooding.   We  have  every 
reason  to  expect  normal  corn  yields  and  an  increase  in 
returns  from  crop  production. 

The  larger  crop  will  require  enhanced  efforts  to 
utilize  corn  for  both  domestic  and  export  markets.   One  such 
initiative  is  the  Environmental  Protection  Agency's  Clean 
Air  rule  that  will  require  30  percent  of  the  oxygenate  in 
reformulated  gasoline  be  derived  from  renewable  sources. 
With  this  rule,  ethanol  produced  from  corn  will  provide  an 
important  source  of  renewable  oxygenate  to  help  reduce  urban 
smog.   The  increased  demand  for  corn  as  a  direct  result  of 
this  rule  will  provide  a  much  needed  stimulus  for  corn 
prices.   I  want  to  take  this  opportunity  to  thank  those 
members  of  this  subcommittee  who  have  been  strong  advocates 
of  the  use  of  ethanol. 

Corn  demand  for  food  and  industrial  uses  has  steadily 
increased  ovat  the  past  two  decades.   We  expect  this  demand 
to  continue  to  orow  as  researchers  develop  new  products  that 
rely  on  renewable  energy  sources  rather  than  fossil  fuels. 
Federal  funding  for  such  research  is  critical  to  realize  the 
full  potential  of  industrial  applications  of  agricultural 
products . 

Domestic  feed  demand  remains  the  most  important  market 
for  U.S.  corn.   The  greatest  opportunity  for  increased 
demand  for  corn  as  livestock  feed  should  be  enhanced  world 
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trade  in  meat  and  meat  products.   Countries  experiencing 
strong  economic  growth  should  generate  new  demand  for  meat. 

The  United  States  is  the  largest  producer  of  corn  in 
the  world,  but  this  world  predominance  does  not  assure 
profitability  for  U.S.  producers.   We  must  compete  in 
foreign  and  domestic  markets  with  other  grains  that  can  be 
readily  substituted  for  corn  in  livestock  rations.   European 
Union  export  policies  have  the  effect  of  cheapening  the 
value  of  wheat  which  has  displaced  corn  in  several  important 
markets.   Meaningful  reform  of  predatory  export  policies  is 
essential  to  the  long-term  profitability  of  corn  production. 

The  General  Agreement  on  Tariffs  and  Trade  represents 
the  first  step  in  reducing  export  subsidies,  but  to  maintain 
a  competitive  export  position  the  United  States  should 
redirect  savings  to  GATT-authorized  export  promotion.   NCGA 
strongly  supports  the  bill  introduced  by  Congresswoman  Long 
and  cosponsored  by  other  members  of  this  subcommittee  that 
will  help  keep  American  agriculture  competitive  under  GATT. 
The  bill  will  require  USDA  to  aggressively  use  export 
enhancement  programs  to  the  extent  allowed  under  GATT  and  to 
use  funds  that  otherwise  would  have  been  used  for  export 
enhancement  to  be  redirected  to  other  export  promotion 
programs.   Strong,  consistent  demand  for  exports  of  bulk 
commodities  and  value-added  products  will  greatly  enhance 
farm  income. 

Federal  policy  should  eliminate  impediments  to  sound 
agricultural  practices,  such  as  crop  rotations,  and  should 
encourage  farmers  to  conserve  our  natural  resource  base 
through  research,  education,  and  voluntary,  incentive-based 
environmental  and  conservation  programs.   The  Conservation 
Reserve  Program  (CRP) ,  the  Water  Quality  Incentive  Program 
and  Integrated  Farm  Management  Program  are  examples  of 
programs  that  can  achieve  these  multiple  objectives. 
Unfortunately,  all  of  these  programs  have  been  constrained 
by  tight  budgets. 

NCGA  supports  a  CRP  that  targets  the  most  sensitive 
areas  for  eligibility  with  increased  emphasis  on  water 
quality  and  tree  planting.   Expiring  contracts  that  will  be 
extended  should  be  subject  to  competitive  bidding. 
Alternative  uses,  such  as  haying  and  grazing,  should  be 
encouraged  on  lanu  that  will  not  remain  in  the  CRP.   Sinoe 
these  issues  will  not  be  resolved  before  the  first  contracts 
expire,  NCGA  has  requested  one-year  extensions  of  CRP 
contracts  expiring  in  1995. 

Farmers  and  policy  makers  must  consider  a  wide  range  of 
public  policies  that  directly  impact  producer  profitability. 
I  believe  it  is  important  to  note  at  this  time  that  another 
upcoming  legislative  activity  —  the  reauthorization  of  the 
Clean  Water  Act  —  has  the  potential  to  affect  corn  farmers' 
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incomes  every  bit  as  much  as  the  next  farm  bill.   As  such,  I 
would  urge  all  members  of  the  subcommittee  to  support  the 
referral  of  clean  water  legislation  to  the  Agriculture 
Committee  once  it  has  been  approved  by  the  Public  Works  and 
Transportation  Committee. 

Most  producers  need  adequate  crop  insurance  to  offer 
protection  from  the  capricious  nature  of  weather  and  to 
enable  them  to  manage  financial  risk.   The  pending  reform  of 
the  federal  crop  insurance  program  should  afford  all 
producers  a  minimum  level  of  protection  when  faced  with 
catastrophic  losses  and  should  also  make  higher  levels  of 
coverage  more  affordable  for  producers  who  need  more 
protection.   We  support  crop  insurance  reform  as  a  key 
component  of  a  comprehensive  farm  program. 

As  we  look  to  the  1995  farm  bill,  we  find  that  the 
existing  farm  program  has  not  afforded  producers  any 
increase  in  support  to  offset  the  higher  costs  of 
production.   Program  yields  have  been  frozen  since  1985,  and 
producers  have  not  been  permitted  to  increase  their  base 
acres  without  leaving  the  program  for  one  or  more  crop 
years.   The  frozen  yields  and  bases  ignore  the  reality  of 
changes  in  tillage  practices  and  production  techniques  and 
the  high  priority  on  flexibility  to  achieve  environmental 
goals. 

During  the  debate  on  the  1990  farm  bill,  NCGA  urged 
adoption  of  a  concept  we  called  "Freedom  Flexibility".   Our 
proposal  would  have  combined  program  crop  base  acres  and 
historic  oilseed  and  alfalfa  acres  to  create  a  Freedom 
Acreage  Base.   Producers  would  have  been  permitted  to  shift 
up  to  25%  of  the  combined  acreage  to  any  of  the  eligible 
crops.   This  would  enable  producers  with  limited  program 
base  to  produce  the  program  crop  on  a  percentage  of  the 
acreage  that  had  been  devoted  to  an  eligible  nonprogram 
crop.   Unlike  the  budget-driven  flexibility  included  in  the 
1990  budget  act,  Freedom  Flexibility  would  have  provided 
meaningful  two-way  flexibility  for  producers. 

Flexibility  that  will  allow  producers  to  shift  the  use 
of  productive  resources  in  response  to  market,  environmental 
and  conservation  considerations  remains  an  important  goal 
for  the  National  Corn  Growers  Association.   While  we  have 
not  endorsed  any  specific  approach,  NCGA  is  evaluating  how  a 
normal  crop  acreage  program  would  impact  corn  farmers.   We 
have  discussed  a  concept  that  would  include  all  program  crop 
bases,  historic  oilseed  bases  and  historic  alfalfa  and 
forage  crops  to  determine  the  normal  crop  acreage. 
Producers  would  be  permitted  to  plant  the  appropriate 
combination  of  these  crops  given  market  expectations  and 
agronomic  and  environmental  considerations. 

Participating  producers  would  have  to  comply  with  all 
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relevant  conservation  provisions  and  may  be  subject  to  an 
acreage  reduction  requirement  based  on  actual  plantings  of 
program  crops.   A  producer's  acreage  reduction  requirement 
could  be  modified  to  provide  greater  flexibility  through 
targeted  option  payments  that  would  adjust  the  ARP 
requirement  in  return  for  a  higher  or  lower  deficiency 
payment  rate.   An  increased  acreage  limitation  option  could 
be  used  to  encourage  producers  to  develop  multi-year 
setasides.   Similarly,  producers  could  elect  to  accept  a 
reduced  deficiency  payments  in  return  for  the  opportunity  to 
lower  or  eliminate  their  acreage  reduction  requirement.   In 
this  way,  setaside  policies  could  help  assure  that  land  is 
utilized  in  the  most  productive,  effective  and  profitable 
manner . 

Deficiency  payments  would  be  based  on  existing  program 
crop  payment  acres  and  program  yields.   Producers  would  not 
be  required  to  plant  a  minimum  amount  of  the  program  crop  to 
qualify  for  the  deficiency  payment.   Neither  would  the 
producer  be  disqualified  for  planting  more  than  the  base 
acres  to  the  program  crop,  unless  total  plantings  of  all 
eligible  crops  exceed  the  normal  crop  acreage  on  the  farm. 

For  commodities  with  loan  programs,  all  actual 
production  would  be  eligible  to  be  placed  under  loan. 
Existing  marketing  loans  would  be  continued  with  the 
marketing  loans  for  wheat  and  feed  grains  set  at  no  less 
than  85%  of  the  five-year  average  price,  excluding  the  high 
and  low  years. 

This  is  a  basic  outline  of  how  a  normal  crop  acreage 
program  could  operate.   I  must  stress  that  NCGA  has  not 
endorsed  the  normal  crop  acreage  concept.   We  intend  to 
carefully  evaluate  the  impact  on  corn  fanners  before 
advocating  such  a  change  in  farm  programs.   Our  farm  bill 
discussions  have  also  included  revenue  assurance,  green 
payments,  and  replacing  deficiency  payments  with  marketing 
loans  at  100  percent  of  the  five-year  average  price.   These 
proposals  also  deserve  careful  consideration. 

The  limited  flexibility  of  the  current  program  does  not 
allow  farmers  to  respond  to  the  multitude  of  changes  in 
farming  that  have  taken  place  over  the  last  decade.   The 
1995  farm  bill  should  be  designed  to  give  producers  the 
freedom  to  manage  their  rarms  in  the  manner  that  will  best 
achieve  the  goals  of  profitability  and  environmental 
responsibility.   We  realize  that  this  subcommittee  will  have 
to  craft  a  farm  bill  that  complies  with  the  budget,  but  we 
welcome  the  opportunity  to  work  with  you  to  devise  farm 
program  that  works  for  farmers  within  those  constraints. 

Thank  you  for  holding  this  hearing  and  for  considering 
the  concerns  of  the  National  Corn  Growers  Association. 
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Testimony  of 

Larry  Mitchell,  Director  of  Government  Relations,  National  Farmers  Union 

Economic  Outlook  for  the  U.S.  Agriculture  Sector 

Subcommittee  on  General  Farm  Commodities,  Committee  on  Agriculture 

U.S.  House  of  Representatives 

Jul>  14, 1994 

Thank  you,  Mr.  Chairman  and  members  of  this  committee.  I  am  Larry  Mitchell,  director  of 
government  relations  for  National  Farmers  Union  (NFU).  I  bring  greetings  to  you.  Chairman 
Sarpalius,  from  our  national  president,  Leland  Swenson,  as  well  as  from  Joe  Rankin, 
president  of  the  Texas  Farmers  Union.  We  appreciate  that  you  are  holding  this  hearing  to 
listen  to  our  assessment  of  the  economic  outlook  for  the  U.S.  agriculture  sector. 

Overview 

If  there  has  been  any  bright  spot  in  the  agricultural  economy  over  the  past  six  months,  it  was 
the  decision  of  Secretary-  Espy  to  raise  CCC  loan  rates.  NFU  commends  the  secretar\  's 
initiative  and  urges  fiirther  increases  in  support  levels  for  all  commodities.  In  addition,  we 
commend  Secretary  Espy's  decision  to  proceed  with  the  advanced  purchase  of  dair)  and  beef 
products  for  the  school  lunch  program  as  requested  by  several  members  of  Congress  as  well 
as  NFU. 

The  economic  outlook  for  U.  S.  agriculture  today  is  very-  unstable,  and  our  markets  are 
extremely  volatile.  For  years,  the  livestock  sector  has  kept  agriculture  as  a  whole  "in  the 
aggregate,"  as  they  say,  on  a  slightly  positive  footing.  But  for  the  first  time  in  many  years. 
cattle  prices  have  taken  a  serious  downturn,  and  it  looks  as  if  the  low  prices  will  be  with  us 
for  quite  a  while. 

Wheat  and  feed  grain  producers  have  realized  a  goal  for  which  we  have  strived  for  two 
decades:  a  lowering  of  stocks  to  a  level  which  should  prevent  them  from  depressing  prices. 
Ever  since  the  mid-1970s,  we  have  attempted  to  align  supply  with  demand  through  reduced 
plantings,  expanded  exports  and  greater  domestic  utilization.  But  with  stocks  at  record  lows, 
the  promise  of  a  fair  price  has  not  materialized.  The  cash  price  for  wheat  in  Kansas  during 
this  year's  harvest  fell  below  the  $3-per-bushel  level. 

Dairy  producers  are  experiencing  the  worst  downturn  in  prices  since  1991,  with  some 
producers  on  the  west  coast  reporting  milk  prices  below  $10  per  hundredweight. 

The  economic  volatility  in  agriculture  has  been  further  destabilized  by  the  very  mechanisms 
which  were  founded  to  decrease  volatility.  Since  mid-spring,  if  a  rain  shower  or  a  hot  dry 
day  occurs  on  LaSalle  Street  in  Chicago,  the  futures  markets  have  reacted  with  price 
movements  at  or  close  to  the  limits  allowed.  This  volatility  is  intensified  through  the  entire 
marketing  structure,  especially  the  cash,  farm-gate  market.  I  have  responded  to  phone  calls 


232 


(NFU-Jul>.  14.  I9g4-p.iin.'>:) 

from  producers  told  by  their  local  elevator  there  was  no  market  for  their  soybeans  at  an> 
price  until  the  market  stabilized.  This  is  an  example  of  a  futures  market  established  under 
the  pretense  of  offering  price  stability  and  flexibility  to  producers  but  accomplishing  the 
exact  opposite  effect—  more  volatility  and  no  flexibility. 

Budget  Constraints 

The  United  States  has  had  excellent  farm  programs  in  the  past  without  spending  the  large 
sums  of  money  required  by  today's  programs.  Those  old  programs  were  abandoned.  Now 
there  should  be  no  question  that  the  federal  budget  will  be  the  most  important  factor  in 
drafting  the  1995  farm  bill.  In  fact,  if  the  budget  was  not  the  key  factor  in  the  Food. 
Agriculture,  Conservation  and  Trade  (FACT)  Act  of  1990,  the  omnibus  Budget 
Reconciliation  Act  of  1990  caused  it  to  be  so  in  the  final  outcome.  Farmers,  ranchers  and 
their  representatives  here  in  Washington  have  learned  the  hard  way  that  we  must  pa\  as 
much  or  more  attention  to  the  budget  and  appropriation  committees  as  we  do  to  the 
agriculture  committees.  We  have  learned  that  Uncle  Sam  giveth  in  the  farm  bill  and  taketh 
away  in  the  budget.  I  have  never  understood  why,  unless  it  is  an  alphabetical  thing, 
agriculture  seems  to  take  the  first  and  deepest  cuts  from  the  budget  ax.  Chairman  de  la  Garza 
is  famous  for  his  chart  comparing  the  agriculture  budget  the  entire  federal  budget. 

Budget  constraints  have  taken  their  toll  on  production  agriculture.  Budget  constraints  ha\  e 
brought  on  payment  limits,  definition  of  persons,  triple  base,  frozen  yields,  reductions  in 
disaster  payments  and  even  assessments— better  known  as  taxes— on  producers  of 
commodities  in  no-net-cost  programs. 

Since  next  year's  budget  is  almost  completed,  and  next  year  brings  us  the  farm  bill,  I  will 
save  suggestions  for  dealing  with  budget  constraints  until  later  in  this  testimony  when  I  deal 
with  the  farm  bill. 

Current  and  Pending  Trade  Agreements 

The  National  Farmers  Union  recognizes  that  international  trade  agreements,  when  properly 
crafted,  can  be  useful  vehicles  to  lessen  world  trade  tensions,  increase  development 
opportimities  and  economic  growth  rates,  and  increase  trade  in  goods  and  services  for  the 
betterment  of  humankind  as  a  whole.  The  converse  side,  however,  is  that  poorly  crafted 
international  trade  agreements  can  heighten  trade  tensions,  do  serious  damage  to  economies 
already  in  place,  and  lower  living  standards  of  people  living  in  the  countries  involved. 

The  economic  outlook  for  the  agriculture  sector  will  be  greatly  influenced  by  trade 
agreements.  The  Canadian  Free  Trade  Agreement  (CFTA),  the  North  American  Free  Trade 
Agreement  (NAFTA)  and  the  Uruguay  Round  of  the  General  Agreement  on  Tariffs  and 
Trade  (GATT)  all  include  substantial  agriculture  provisions. 
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The  fruits  of  the  CFTA  are  just  now  ripening.  Last  week,  the  U.S.  International  Trade 
Commission  (USITC)  found  wheat  imports  from  Canada  interfere  in  the  cost  and  operation 
of  the  U.S.  wheat  program.  Our  wheat  producers  in  the  northern  tier  states  can  attest  the 
flood  of  imports  from  Canada  interferes  with  their  pocketbooks.  Imports  of  wheat  from 
Canada  have  increased  dramatically  since  the  approval  of  the  CFTA.  In  1988,  the  U.S. 
imported  434,020  metric  tons  of  Canadian  wheat.  In  1992,  the  level  rose  to  1,454,400  metric 
tons,  an  increase  of  235  percent.  The  increase  in  imports  continued  to  accelerate  in  1993, 
and  by  this  year  reached  a  level  completely  overloading  the  capacity  of  handling,  storage  and 
transporting  systems  in  many  areas  along  the  U.S. -Canadian  border.  Some  U.S.  producers 
were  unable  to  make  delivery  on  contracts  of  1993  wheat  as  a  result  of  the  flood  of  Canadian 
wheat  into  their  terminals. 

We  are  asking  President  Clinton  to  use  his  authority  under  Section  22  to  immediately  impose 
sanctions  on  Canadian  wheat  imports.  The  problem  with  Section  22  is  it  will  no  longer  be 
allowed  under  the  Uruguay  Round  of  GATT  if  it  is  ratified  by  Congress.  How  then  will  we 
be  able  to  correct  the  inequities  of  unfair  trade?  Article  28  would  offer  some  remed>  but 
requires  offsetting  concessions  and  congressional  approval.  Will  the  54  members  of  the 
California  congressional  delegation  agree  to  concessions  for  wine  exports  to  Canada  in 
exchange  for  restrictions  on  Canadian  wheat  imports  requested  by  the  three  members  of  the 
North  Dakota  congressional  delegation? 

The  Canadian  wheat  problem  is  but  one  of  many  problems  experienced  by  farmers  and 
ranchers  on  both  sides  of  the  border.  When  the  CFTA  was  approved  by  Congress,  it 
promised  to  do  a  great  deal  for  U.S.  agriculture.  Yet,  what  has  the  CFTA  done  for 
agriculture  to  date?  Are  we  better  or  worse  off?  Ask  durum  wheat  farmers  in  North  Dakota, 
hog  producers  in  Iowa,  cattle  ranchers  in  Colorado  or  dairy  producers  in  Michigan. 

NAFTA  proponents  last  fall  made  promises  similar  to  those  of  the  CFTA  proponents. 
NAFTA  took  effect  Januar\'  1  this  year.  An  example  of  what  we  may  expect  from  NAFTA 
can  be  seen  in  the  fed  cattle  market.  A  May  news  article  in  The  Denver  Post  reported  cattle 
"producers"  immediately  profited  from  the  implementation  of  NAFTA  by  the  removal  of  a 
20-percent  Mexican  tariff  on  imported  beef. 

The  article  also  reported  that  Monfort  International,  a  meat  packer  based  in  Greeley,  Colo., 
now  ships  weekly  to  Mexico,  45  loads  of  beef,  each  weighing  42,000  pounds,  up  from  25 
loads  per  week  before  the  implementation  of  NAFTA.  If  indeed  a  reduction  in  tariffs 
occurred,  why  have  prices  plunged?  A  producer  in  South  Dakota  reported  that  fed  cattle 
prices  at  her  market  dropped  from  $86  per  hundredweight  in  March  1993,  to  $64  in  May 
1994,  and  there  are  recent  reports  of  market  prices  as  low  as  $62  per  hundredweight.  1  would 
like  to  know  what,  if  any,  portion  of  the  20-percent  cut  in  tariff  coupled  with  the  25-percent 
lower  price  paid  to  U.S.  beef  producers  was  transferred  to  the  Mexican  consumer.  I  would 
also  like  to  know  if  this  is  what  U.S.  farmers  can  expect  from  NAFTA.  Will  we  simply 
produce  more  for  less? 
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NFU's  position  on  The  Uruguay  Round  can  best  be  summed  up  in  the  first  paragraph  of  a 
special  order  of  business  adopted  by  our  convention  delegates  last  March  in  Fargo.  N.D.. 
which  states,  "We,  the  delegates  of  the  92nd  Annual  National  Farmers  Union  Convention, 
dedicate  ourselves  and  our  organization  to  defeat  the  proposed  Uruguay  Round  of  the  GATT. 
We  believe  the  proposed  GATT  is  fimdamentally  flawed  and  must  be  rejected." 


The  biggest  problems  facing  U.S.  farmers  in  the  agreement  are: 

♦  I.  complete  elimination  of  import  control  laws,  such  as  Section  22  and  the  Meat 

Import  Act; 

♦  2.  mandated  minimum  import  access  of  5  percent  of  domestic  consumption  for 
every  food; 

♦  3.  mandated  reduction  in  some  domestic  farm  programs; 

♦  4.  weakened  domestic  food  safety  laws  because  of  the  imposition  of  ceilings  on 
food  safety  regulations,  also  known  as  harmonization,  is  a  threat  to  consumer  safety 
and  confidence  in  the  food  supply.  Lower  consumption  of  some  products,  whether 
they  are  imported  or  domestically  grown,  could  result;  and 

♦  5.  reductions  in  federal  revenues  due  to  reduction  and  removal  of  existing  U.S. 
import  tariffs  may  result  in  federal  program  cuts,  including  agriculture  programs. 

The  last  is  the  most  pertinent  to  our  previous  discussion  of  budget  constraints.  Mandated 
cuts  in  farm  program  spending  because  of  GATT  are  completely  contrary  to  the 
administration's  repeated  assurances  to  agriculture  throughout  the  negotiations.  National 
Farmers  Union,  along  with  over  20  other  farmer  and  commodity  organizations,  last  spring 
reminded  President  Clinton  of  this  fact  in  a  letter  with  signatories  from  a  full  spectrum  of  the 
agriculture  community  from  the  very  politically  conservative  to  the  politically  progressive. 
We  affumed  our  unity  in  our  closing  remark,  "We  would  find  it  very  difficult  to  support  any 
proposed  implementing  legislation  which  resulted  in  a  disproportionate  share  of  the  cost  of 
GATT  being  placed  on  U.S.  agriculture." 

Secretary  Espy  announced  recently  that  under  the  new  agreement,  agriculture  outlays  are 
expected  to  fall  $1 .7  billion  over  FY  1 995-99.  Reductions  in  export  subsidies  will  contribute 
an  estimated  $1  billion,  while  decreased  deficiency  payments  and  other  CCC  outlays  from 
higher  exports  will  total  an  additional  $700  million.  Based  on  these  assumptions,  the 
administration  has  announced  it  will  not  seek  additional  farm  program  cuts  to  help  pay  for 
the  GATT  implementation.  We  hope  this  is  a  promise  we  can  depend  on.  We  also  support 
legislation  to  retain  any  budget  savings,  which  would  occur  because  of  GATT,  within  the 
agriculture  budget,  as  long  as  all  are  used  for  programs  directly  assisting  production 
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agriculture.  We  cannot  support  legislation  which  protects  exporters  at  the  expense  of 
producers.  It  would  indeed  be  unfortunate  to  pass  legislation  which  would  protect  green  box 
export  programs  while,  at  another  junctxire,  GATT  implementation  would  require  additional 
cuts,  such  as  increased  unpaid  triple  base  acres,  in  production  agriculture  programs.  When 
required  to  make  a  choice  between  farmers  and  exporters,  NFU  will  choose  farmers  every 
time. 

What  else  may  the  U.S.  agriculture  sector  expect  from  GATT?  Last  month,  several 
economic  analyses  of  the  implications  of  the  Uruguay  Round  of  GATT  on  agriculture  were 
released  to  the  public.  One  of  these  studies  was  done  at  the  Agricultural  and  Food  Policy 
Center  of  Texas  A&M  University.  The  study,  "The  Impacts  of  GATT  on  Representative 
Farms  in  Major  Producing  Areas  of  the  United  States,"  projected  changes  in  baseline  for 
farm  prices,  net  cash  farm  income  and  ending  net  worth. 

Please  allow  me  to  explain  a  few  of  the  findings  of  the  Texas  A&M  study.  On  a  seemingK 
positive  note,  the  report  projected  higher  prices  for  com  and  wheat  farmers— a  2.9-percent 
increase  in  the  price  of  a  bushel  of  com  and  a  3.4-percent  increase  in  the  price  of  a  bushel  of 
wheat  by  the  year  2001 .  What  the  study  did  not  reflect  was  federal  budget  cuts,  whether  to 
balance  the  budget  or  possibly  mandated  to  pay  for  the  implementing  legislation  for  GATT 
ratification,  will  more  than  likely  erode  those  minuscule  price  increases.  The  net  result  will 
mean  lower  farm  income  for  com  and  wheat  farmers. 

The  projections  for  producers  of  cotton,  rice,  and  milk  were  not  that  good.  Today  I  request 
of  my  fellow  Texans  on  this  committee  that  you  consider  whether,  in  good  conscience,  you 
can  vote  to  ratify  a  trade  agreement  which,  according  to  economic  research  done  by  our  o\\  n 
land  grant  college,  will  reduce  the  annual  net  cash  farm  income  of  moderate-sized  cotton 
farmers  on  the  Texas  Southem  High  Plains  by  9.4  percent. 

According  to  the  A&M  study,  out  of  22  dairy  farms  in  10  states,  reductions  in  net  worth  b> 
the  year  2001,  were  projected  for  87  percent  of  the  dairy  farms  studied,  with  only  one  shown 
with  any  real  positive  change.  For  example,  moderate-sized  dairy  farms  in  Florida  can 
expect  to  lose  1 8.2  percent  in  net  worth  by  2001  because  of  GATT.  It  was  further  explained 
in  the  oral  briefing  that  economically  stressed  dairy  farms  in  Texas  would  simply  go 
bankrupt  two  years  earlier  as  a  result  of  GATT. 

For  those  who  may  not  rely  on  Texas  A&M  as  much  as  some  of  us,  let  us  look  at  some  other 
economic  research  on  GATT  and  the  agriculture  sector.  In  its  study,  "Implications  of  the 
Umguay  Round  for  U.S.  Agriculture,"  the  Food  and  Agriculture  Policy  Research  Institute 
(FAPRI)  projects  wheat  producers  participating  in  the  farm  programs  will  experience  .9 
percent  (nine-tenths  of  one  percent)  increase  in  net  returns  over  baseline  on  average  for  1 995 
to  1999.  That  same  calculation  for  producers  of  com  is  1.5  percent;  for  sorghum,  .9  percent; 
for  barley,  .5  percent;  for  oats,  .7  percent;  for  cotton,  1.1  percent;  and  for  milk,  -.9  percent. 
For  these  minuscule  increases,  is  it  worth  risking  this  nation's  food  safety,  ability  to  feed 
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itself  and  its  very  sovereignty  ?  We  do  not  think  so. 

The  U.S.  International  Trade  Commission  (USITC)  reports  in  its  study,  "Potential  Impact 
on  the  U.S.  Economy  and  Industries  of  the  GATT  Uruguay  Round  Agreements  (URA),  that 
"Because  the  URA  will  increase  both  export  opportunities  and  the  level  of  imports  for  most 
agriculture  sectors,  the  overall  net  trade  effects  are  likely  to  show  negligible  to  modest  gains 
at  the  sector  level."  The  report  also  states,  "Certain  industries  are  likely  to  experience  small 
or  negligible  negative  production  and  employment  effects,  due  to  increased  import 
competition  as  U.S.  non-tariff  measures  are  liberalized.  These  industries  include  the 
domestic  peanut  and  vegetable  oil  industries  and  producers  of  certain  processed  fruits  and 
vegetables... On  a  sector  basis,  trade  and  production  of  oilseed  and  wood  products  may 
decline  negligibly  due  to  the  URA." 

The  National  Farmers  Union  is  convinced  GATT  will  unjustly  drive  many  more  families  out 
of  farming.  Our  concerns  also  extend  to  the  implications  for  rural  communities  as  they 
continue  to  depopulate  and  to  urban  centers  already  overburdened  with  overpopulation, 
crime  and  pollution.  The  economic  and  social  ramifications  are  much  larger  than  if  Old 
McDonald  still  had  a  farm. 

The  question  not  answered  by  the  economic  predictions  is  the  one  question  the  National 
Farmers  Union  poses  to  Congress  before  it  considers  voting  for  ratification  of  GATT:  What 
is  the  future  for  U.S.  family  farmers  under  the  Uruguay  Round  agreement  in  light  of 
these  dismal  economic  projections? 

The  National  Farmers  Union  urges  Congress  to  consider  all  of  the  questions  raised  here 
today  before  acting  upon  the  implementing  legislation  to  ratify  the  Uruguay  Round 
agreement.  In  order  to  do  so  properly,  we  feel  ratification  must  be  postponed  until  next  year. 

The  1995  Farm  Bill 

The  1985  farm  bill  supporters  argued  that  if  we  were  dramatically  to  lower  CCC  loan  rates 
on  wheat  and  feed  grains  and  to  lower  our  acreage  set-asides  as  well,  the  U.S.  would  regain 
lost  markets,  exports  would  go  up  dramatically,  and  the  higher  export  volume  and  value 
would  drive  up  domestic  prices  for  wheat  and  feed  grains,  which  in  turn  would  increase  net 
farm  income  and  decrease  the  cost  of  farm  programs. 

It  is  critical  to  know  and  understand  the  relative  position  of  production  agriculture  both 
before  and  after  the  1985  farm  bill  as  we  consider  the  1995  farm  bill.  Did  the  1985  and  the 
1 990  farm  bills  do  what  their  supporters  claimed  they  would  do?  Did  the  1 985  and  the  1 990 
farm  bills  do  what  our  nation  would  want  to  do  in  order  to  develop  an  economical  and 
environmentally  sustainable  national  farm  policy  that  treats  all  sectors  of  the  food  economy 
fairly,  including  production  agriculture?  We  must  have  answers  to  these  questions  before 
we  ftjlly  consider  extending  the  1985  and  1990  farm  bills. 
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The  following  statistics  were  taken  primarily  from  USDA  sources.  We  used  the  eight-year 
periods  of  1977-1984  and  1986-1993  to  show  conditions  before  and  after  the  1985  farm  bill, 
the  year  1985  was  omitted  for  clarity. 


8- YEAR  AVERAGE 

1977-1984 

1986-1993 

PERCEN^r  CHANCE 

U.S.  Com  Yields/acre 

100.27 

112.41 

.  .  .  +12.0 

U.S.  Com  Production 

7,067,579,000  bu. 

7,380,463,000  bu. 

.  .  .  .+4.0 

U.S.  Com  Harvested 

69,940,000  acres 

65,287,000  acres 

.  .  .  .-6.6 

Value  ofU.S.  Com  Crop 

$18,269,303,000 

$16,096,171,000. 

.  .  .   -11.8 

Volume  of  Com  Exports 

2.058  billion  bu. 

1.736  billion  bu.. 

.  .  .   -15.6 

Value  of  Com  Exports 

$4,712  billion 

$3,819  billion  .  . 

.  .  .   -18.9 

Price  for  U.S.  Com 

$2.29/bu. 

$2.20/bu 

....  -3.9 

Ending  Stocks  of  Com 

1.558  billion  bu. 

2.244  billion  bu. . 

.  .  .  +44.0 

Cost  of  Farm  Programs 

$7,213  billion 

$14.19  billion  .  . 

.  .  .  +96.7 

Parity  Ratio  1910-14(adjusted)       64  percent 

56.1  percent   . 

.  .  .    -12.3  (8  points) 

John  Hansen,  our  Nebraska  Farmers  Union  president,  tells  of  his  Great-Uncle  Gus.  who  dug 
graves  by  hand  for  over  40  years.  Uncle  Gus  had  three  simple  mles  for  digging  graves.  Rule 
Number  One  was  to  make  real  sure  you  were  digging  the  hole  where  the  hole  ought  to  be 
dug.  Rule  Number  Two  was  to  keep  your  spade  sharp  and  clean.  Rule  Number  Three  uas 
if  you  were  digging  the  hole  in  the  wrong  place,  the  first  and  best  thing  to  do  was  to  stop 
digging.  I  submit  the  approach  of  the  1985  and  1990  farm  bills  has  been  digging  too  deepK 
in  the  wrong  direction. 

NFU's  strategies  for  the  1995  farm  bill  deal  with  budget  constraint  concerns,  producer 
income  requirements,  trade  agreement  compliance  and  stock  carryover  levels  essential  in  the 
event  of  natural  disasters. 


First,  we  urge  passage  of  legislation  designed  to  utilize  what  scarce  budget  dollars  available 
to  protect  the  income  of  family  farms  through  directing  of  farm  program  benefits.  As  federal 
budgetary  constraints  reduce  the  funding  available  for  agricultural  programs,  and  as  the 
current  farm  law  and  trade  policy  directions  lessen  this  nation's  ability  to  effectively  manage 
the  agricultural  supply-demand  and  pricing  situation  on  behalf  of  its  producers,  future  farm 
policy  options  seem  limited  to  a  choice  between  continued  decoupling  and  that  of  directing 
farm  program  benefits  to  family  farmers. 

NFU  chooses  directing  farm  program  benefits  over  decoupling.  Characteristically,  a  famil} 
farm  is  owned  and  operated  by  a  farm  family,  with  the  family  providing  most  of  the  labor 
needed  for  the  farming  operation,  assuming  the  economic  risk,  making  most  of  the 
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management  decisions,  and  depending  primarily  on  farming  for  a  living.  The  primary 
objectives  of  the  1995  farm  bill  must  be  to  achieve  an  increase  of  family-sized  farmers  and 
to  enhance  producer  income,  so  that  farmers  may  continue  to  provide  a  reliable  supply  of 
food  and  fiber  and  serve  as  stewards  of  our  nation's  land  and  water  resources.  Targeting  farm 
program  benefits  to  the  production  levels  of  family  farm  operators  would  reduce  government 
costs  while  furthering  the  sustainability  of  our  family  farms,  our  rural  communities  and  our 
natural  resources. 

Provisions  directing  benefits  should  include; 

♦  1 .  limits  on  the  volume  of  production  for  which  any  one  person  can  receive 
deficiency  payments  and/or  commodity  loans  and  prohibitions  on  the  artificial 
subdivision  of  farms  to  avoid  such  limits; 

♦  2.  protection  of  the  initial  units  of  family  farm  production  from  budget  cuts 
under  the  terms  of  any  farm  or  budget  bill;  and 

♦  3.  implementation  of  a  paid  diversion  to  offset  any  loss  of  large  farm 
participation  in  the  set-aside  program. 

Decoupling,  with  its  across-the-board  cuts,  places  the  burden  of  agricultural  budget 
reductions  on  the  backs  of  small-  and  mid-sized  farm  operators,  while  at  the  same  time 
allowing  the  largest  farm  operations  in  the  nation  to  continue  to  receive  their  full 
entitlements.  To  add  insult  to  injury,  the  expansion  of  payment  limitation  eligibility  has  been 
facilitated  for  these  same  large  operations.  Decoupling  so  far  has  provided  further  artificial 
competitive  advantages  to  the  largest  farms,  while  collapsing  the  very  safety  net  that  was 
originally  established  for  family  farmers.  The  failure  of  the  current  farm  programs  to  protect 
family  farmers  is  evidenced  by  the  loss  of  hundreds  of  thousands  of  family  farmers  during 
the  past  decade. 

hfFU  is  adamantly  opposed  to  continued  decoupling,  and  we  believe  directing  benefits  is  the 
most  viable  public  policy  alternative  available  today  to  respond  to  the  crisis  facing  family 
farm  agriculture.  Farm  policy  must  establish  goals  on  a  basis  that  provides  cost-of- 
production  returns  and  a  reasonable  livelihood  from  the  basic  output  of  a  family  farm. 
Directing  f£irm  program  benefits  to  family  farmers  must  take  precedence  over  other  farm 
program  objectives.  Tiered  marketing  quotas,  set-asides  and  price  supports,  together  with 
realistic,  overall,  per-program  and-volume-(bushel)-based  commodity  loan  and  deficiency 
payment  limitations  are  effective  targeting  tools. 

The  advantages  of  NFU's  strategy  to  direct  benefits  and  raise  CCC  loan  rates  are: 

♦  1 .  increased  farm  prices  and  increased  farm  income; 
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2.  additional  low  cost  financing  for  farmers; 

3.  a  reduced  downside  price  risk  to  farmers; 


♦  4.  encouragement  of  grain  storage,  possibly  reducing  upside  price  risk  to 
consumers,  livestock  producers  and  exporters;  and 

♦  5.  higher  loan  rates  which  would  reduce  CCC  outlays  if  repayments  of  loans  and 
interest  paid  by  producers  were  properly  credited  in  the  budget  scoring  process. 

I  hope  I  covered  the  requested  subjects  of  today's  hearing.  I  am  prepared  to  answer  any 
questions  to  the  best  of  my  ability.  National  Farmers  Union  stands  ready  to  help  this 
committee  in  drafting  a  1 995  farm  bill  which  protects  the  consumers,  the  environment,  the 
taxpayers  and  the  family  farmers  of  this  nation.  We  commend  this  committee  for  its 
foresight  in  having  this  hearing  here  today. 


Thank  you. 
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agriculture 

America  Needs  Parity! 

July  11,  1994 


Chairman  Sarpalius,  members  of  the  committee,  on  behalf  of  the 
members  of  the  Hmehcan  Rgriculture  Mouement,  I  uiish  to  thank  you 
for  this  opportunity  to  appear  before  you. 

My  name  Is  Tom  flsbridge  and  I  am  the  Enecutiue  Director  of  the 
American  Hgricuiture  Mouement.  I  am  a  rancher  from  southwest 
North  Dakota  by  profession. 

1  mill  endeauor  to  giue  you  a  thumbnail  sketch  of  rural  Hmerica, 
as  I  am  seeing  it.  In  the  past  three  weeks  I  haue  been  from 
Mississippi  Delta  to  the  grasslands  of  the  uiestem  Dakotas  and 
eastern  Montana.  I  haue  receiued  reports  from  our  members  from 
across  America.  The  economic  reality  in  rural  flmerica  is  a  far  cry 
from  ujhat  me  read  about.  From  time  to  time,  maybe  Congress  needs 
a  reality  check.  There  is  life  beyond  the  beltmay. 

In  the  past  few  weeks,  the  cattle  market  has  been  deuastated. 
Losses  In  the  feeding  Industry  run  from  $100  to  $3B0  per  head.  This 
will  translate  Into  a  dramatic  price  drop  for  feeder  cattle  this  fall. 
North  Dakota  State  Uniuersity  liuestock  marketing  economist,  Harlan 
Hughes,  has  projected  a  23%  net  Income  per  cow  reduction  for  this 
fall,  followed  be  another  22%  decline  in  1995  and  still  another  11% 
drop  in  1996.  The  1995  net  income  projection  Is  47%  under  1993's. 

The  price  for  hard  red  spring  wheat  in  southwest  North  Dakota 
today  is  from  $1.98  to  $2.BB  per  bushel  less  than  prices  receiued 
during  last  year's  haruest.  UJInter  wheat  price  at  $5.0B  per  bushel 
and  less,  coupled  with  ar°as  of  drought  and  hail  problems  in  Tenas, 
Dklahoma,  and  Kansas  are  placing  a  significant  number  of  those 
producers  In  financial  stress.  Com  and  soybean  prices  are  weak  but 
the  prospects  for  a  large  crop  will  tend  to  support  gross  income  in 
these  regions. 

Now  let's  giue  a  glance  to  the  year  past.     Recording  to  USDR 
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statistics,  the  1993  com  crop  lost  $17.85  per  acre  after  $1.4  billion  In 
subsidies  mere  paid.  The  1993  wheat  crop  net  income  per  acre  was 
$8.05  after  nearly  $2  billion  in  subsidies  were  paid.  Cotton  netted 
only  $5.85  per  acre  after  ouer  1.5  billion  in  subsidies  were  paid.  The 
1993  wheat  prices  were  so  low  that  without  the  subsides  the  loss 
was  $21.67  per  acre  and  cotton  lost  an  all-time  high  of  $115.49  per 
acre. 

Ulhen  one  trauels  to  rural  Rmerica  the  effects  of  the  losses  can 
be  seen  euerywhere.  Uacant  buildings  and  rusting  machinery  are 
obuious.  It  is  unquestionable  that  rural  Rmerica  is  in  a  serious  state 
of  decline.  The  aging  of  rural  America  Is  a  consequence  of  our 
agricultural  policy.  Current  pop-economic  theory  would  haue  us 
belieue  that  NflFTR,  GRTT  and  any  other  mechanism  to  increase  ewports 
will  yield  the  prosperity  we  so  desperately  need.  Careful  analysis  of 
this  premise  will  yield  the  following:  If  we  eHported  lii  the 
production  of  food,  feed  grains,  and  fiber  produced  in  the  U.S.  from 
1984-1998,  leauing  nothing  for  Rmericans  to  eat  or  and  feed  for  the 
nation's  liuestock—  we  would  be  $388.5  billion  short  of  balancing  the 
trade  deficit. 

The  data  auailable  demonstrates  that  tanpayer  subsidies 
deteriorate  prices  at  the  farm  gate  thus  destroying  earned  net 
income  and  reducing  the  food  and  fiber  producers  of  this  country  to 
the  position  of  welfare  recipients  dependent  on  the  federal  dole,  and 
today,  an  euer  shrinking  dole.  The  record  also  proues  that  using 
cheap  farm  enparts  to  offset  the  trade  imbalance  is  impassible. 
Mathematics  clearly  proue  that  enporting  our  way  to  prosperity  when 
euery  acre  grown  generates  a  net  loss  to  our  economy  is  economic 
folly. 

tlie  as  producers  haue  been  forced  to  produce  more  and  more 
uolume  each  year  in  a  futile  attempt  to  offset  falling  prices.  lUe  ask 
you  in  Congress  to  consider  this—  federal  policy  to  keep  production 
up  and  prices  low  has  been  so  successful  that  the  U.S.  enjoys  the 
lowest  priced  food  in  the  industrial  world-  prices  so  cheap  that  26 
million  Americans  need  food  stamps  to  consume  it. 

Rt  the  recently  held  Great  Plains  symposium  on  worid 
Rgricultural  Trade,  the  keynote  speaker  suggested  that  68  years  of 
centrally  planned  agriculture  hasn't  worked  and  we  should  haue  the 
courage  to  consider  "releasing"  our  own  farmers  from  this  burden. 


242 


I  submit  to  you  that  the  policies  haue  uioiiced.  They  haue 
prouided  huge  uolumes  of  rain  material  at  the  enpense  of  the 
producers  and  ultimately  the  tanpayer  and  consumer.  The  policy  has 
yielded  the  appearance  of  cheap  food  for  the  political  establishment 
to  use  as  a  reelection  tool,  at  the  expense  of  rural  Rmerica-  the 
sector  noui  almost  uoid  of  uoting  power. 

Rmerica  has  come  to  uieiu  farmers  as  chronic  complainers  on  a 
neuer-ending  quest  for  more  subsidy.  Rnd  in  part,  we  haue  come  to 
UJashington  for  decades  with  our  hats  in  hand,  those  haue  been  the 
parameters  allowed  us  be  the  political  system.  Ule  haue  had  a  fair 
price  BHchanged  for  a  welfare  check.  The  result  has  been  earned 
income  replaced  be  debt  while  we  pursue  prosperity  within  the 
illusion  of  increased  production.  Rural  Rmerica's  prosperity  is  of 
National  importance  no  less  than  is  profitability  for  our  domestic  oil 
industry,  steel  industry,  and  teatile  industry.  Ule  don't  need  farm 
policy  to  preserue  a  nostalgic  uision  of  days  gone  be.  lUe  need  to  be  a 
part  of  a  sound  National  economic  policy  that  rewards  producers 
thereby  generating  profit.  That  profit  will  spur  growth.  Prorit  will 
pay  the  way  for  an  eHpansion  of  the  seruice  sector  of  our  economy. 
Profit  will  restore  purchasing  power  to  the  consumer  enabling  them 
to  consume  what  we  produce. 

The  choices  are  clear.  Continue  on  the  present  course-  and 
increase  the  national  debt  to  pay  for  the  problems  that  flow  from  this 
policy-  increasing  pouerty,  rural  and  urban  decay,  social  problems  and 
a  declining  tan  base-  or  we  can  choose  to  earn  our  way.  Agriculture 
must  be  allowed  to  receiue  an  adequate  price.  R  price  reflectiue  of 
the  American  standard  of  liuing. 

If  Policy  has  caused  these  problems,  than  Policy  can  correct 
them.  Rmerican  producers,  all  of  her  producers,  must  be  paid  for 
their  production.  Business  cannot  operate  without  a  profit. 
Rgriculture  cannot  continue  to  be  underpaid.  Policy  must  prouide  the 
opportunity  for  earned  income  at  the  farm  gate-  not  merely  for 
farmers-  but  for  the  whole  of   the  American  economy. 

UJe  must  embark  on  a  new  policy-  one  that  builds  on  earnings 
not  dept.  R  policy  that  strengthens  the  whole  of  Rmerica  not  merely 
a  few. 

IDe  as  producers  don't  need  more-  or  less  of  the  same.  Rmerica 
cannot  afford  to  destroy  rural  Rmerica  and  pretend  that  it's  a  natural 
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phenomenon  in  the  information  age.  Someone  must  produce  and 
someone  must  do  the  ujork.  Public  Policy  needs  to  increase  our 
standard  of  liuing  and  say  no  to  those  who  say  tue  can't.  Rmerica 
uion't  prosper  luith  cheap  prices,  or  cheap  labor.  lUe  ujon't  fulfill  our 
destiny  in  a  uielfare  state. 

If  uie  are  to  participate  in  a  global  economy,  than  uie  must 
pursue  a  policy  that  raises  the  standard  of  liuing  globally,  rather  than 
reducing  our  ouin  to  that  of  the  rest  of  the  ujorld.  Traded  profits  for 
the  Nation  must  not  be  at  the  ewpense  of  our  producers. 

Hmerica  needs  you  in  Congress  and  the  Rdministration  to  lead 
us. 

tUe  in  the  American  Rgriculture  Mouement  stand  ready  to  help. 


Tom  Rsbridge 

Ewecutiue  Director 

Rmerican  Rgriculture  Mouement 
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STATEMENT  OF  THE 

AMERICAN  FARM  BUREAU  FEDERATION 

TO  THE  HOUSE  AGRICULTURE  SUBCOMMITTEE 

ON  GENERAL  FARM  COMMODITIES 

REGARDING 

THE  ECONOMIC  OUTLOOK  OF  U.S.  AGRICULTURE 

AND 
GENERAL  FARM  PROGRAM  PROVISIONS 

Presented  by 

Bob  Stallman,  President 

Texas  Farm  Bureau 

July  14.  1994 

The  American  Farm  Bureau  Federation  (AFBF)  appreciates  the  opportunity  to  present 
testimony  on  the  economic  outlook  of  U.S.  agriculture  and  how  various  issues  are  likely  to 
affect  the  general  farm  program  provisions. 

Improving  net  farm  income,  enhancing  the  economic  opportunity  for  farmers  and  preserving 
property  rights  are  our  most  important  goals  and  should  be  the  foundation  on  which  all  farm 
policy  is  built.  We  favor  a  market-oriented  agricultiu^  with  supply  and  demand,  rather  than 
government  action,  ultimately  determining  production  and  price.  Nevertheless,  until  world- 
wide market  conditions  are  such  that  farmers  can  realistically  expect  to  obtain  a  fair  return  for 
their  production,  federal  farm  programs  must  be  designed  which  allow  American  farmers  to 
be  the  backbone  of  a  comprehensive  public  policy  dealing  with  food  security. 

We  believe  U.S.  policies  affecting  agriculture  should  be  designed  to: 

(1)  Ensure  that  U.S.  consumers  have  access  to  a  stable,  ample,  safe  and  nutritious  food 
supply; 

(2)  Continue  to  improve  the  environment  through  expanded  initiatives  to  encourage 
voluntary  soil  conservation,  water  and  air  quality  programs,  and  advanced 
technological  and  biotechnological  procedures; 

(3)  Minimize  world  hunger  and  nutrition  deficiencies; 

(4)  Create  a  long-term,  competitive  and  desirable  agricultural  growth  industry; 

(5)  Enhance  U.S.  agriculture's  competitiveness  in  the  world  market; 

(6)  Improve  the  quality  of  rural  life  and  increase  rural  economic  development;  and 

(7)  Promote  actions  which  will  permit  new  concepts  to  be  introduced  that  will  allow  the 
market  to  give  accurate  economic  signals. 
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While  consideration  of  new  concepts  should  include  the  possibility  of  combining  present  farm 
programs,  federal  crop  insurance  and  disaster  programs  into  a  single,  coordinated  program, 
the  general  provisions  of  farm  program  policy  must  be  structured  to  allow  for  a  consistent, 
long-term  market-oriented  farm  program  that  would: 

(1)  Rely  less  on  government  and  more  on  the  market; 

(2)  Allow  farmers  to  take  maximum  advantage  of  market  opportunities  at  home  and 
abroad  without  govemment  interference;  and 

(3)  Encourage  production  decisions  based  on  market  demand. 

The  general  farm  program  provisions  of  the  Food,  Agriculture,  Conservation  and  Trade  Act  of 
1990  continue  to  move  the  United  States  toward  a  market-based,  export-competitive 
agriculture,  a  direction  established  and  begun  by  the  Food  Security  Act  of  1985.   We  support 
that  general  direction  despite  what  we  consider  a  disproportionate  share  of  the  deficit 
reduction  burden  imposed  upon  farm  programs.   We  oppose  modifications  in  farm  policy  that 
would  change  that  direction  away  from  the  market-oriented  goals  of  competitive  loan  rates, 
voluntary  stock  reduction  programs  and  income  supplements  as  farmers  move  toward  a 
market-based  agriculture. 

While  the  floods  of  1993  in  the  Midwest  and  the  droughts  in  various  parts  of  the  country  in 
recent  years  have  highlighted  some  of  the  weaknesses  inherent  in  current  program  provisions 
for  stabilizing  the  income  of  individual  producers,  the  adaptability  of  the  program  provisions 
to  a  wide  range  of  unusual  circumstances  is  a  testimony  to  the  robusmess  of  the  program  as  a 
whole.   We  supported,  for  example,  the  use  of  Secretarial  discretion  to  extend  the  0.^92 
programs  to  those  affected  by  these  unusual  conditions  and  favor  an  enhanced  and  extended 
0/92  type  program  for  farms  which  have  suffered  flood-related  damage  that  has  rendered  tiie 
land  untiUable. 

There  continue  to  be  concerns  about  the  federal  budget  deficit,  with  both  Congress  and  the 
Administration  focusing  on  ways  to  reduce  govemment  expenditures.   Frozen  program  yields, 
unpaid  flex  acres,  lower  target  prices  and  dairy  program  assessments  have  reduced  federal 
program  payments  by  nearly  $21  billion  dollars  since  1989.  These  cuts  have  been  real  and 
painful  for  the  agricultural  sector.  These  impacts  have  been  felt  on  the  bottom  line  of  many 
farm  families.  As  a  result  of  these  cuts,  net  cash  farm  income  is  now  approximately  10 
percent  lower. 

Let  me  stress  that  these  cuts  are  not  the  typical  Washington  sleight-of-hand,  that  is,  cuts  firom 
some  projected  higher-level  budget.  They  are  real,  tiiey  are  extensive,  and  have  occurred  at  a 
time  when  farmers  are  being  forced  to  comply  with  more  restrictive  environmental  mandates. 
I  would  note  that  the  AFBF  supported  some  of  these  cuts  -  such  as  a  lowering  of  the  target 
prices  in  the  1985  farm  bill.   As  a  result  of  these  reductions,  however,  govemment  payments 
to  farmers  are  now  approximately  one-third  lower  than  they  would  have  otherwise  been. 

Agriculture  is  currentiy  on  more  level  ground.  We  are  a  much  leaner  and  meaner  industry. 
Efforts  to  stem  the  loss  of  export  markets  to  our  foreign  competitors  by  keeping  loan  rates 
competitive  have  helped,  but  the  battles  for  export  markets  continues  to  be  a  fierce  one  with 
much  govemment  intervention,  especially  from  the  European  Union  and  Japan. 
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The  recent  passage  of  the  North  American  Free  Trade  Agreement  (NAFTA)  and  the  pending 
GATT  agreement  should  create  new  opportunities  for  America's  farmers,  but  they  are  not 
panaceas  which  cure  all  of  the  trade  distortions  affecting  producers'  access  to  foreign 
markets.  Japan  spends  two-thirds  per  capita  more  on  agricultural  suppons  and  the  Europeans 
twenty-five  percent  more  than  the  United  States.   Market  development  and  export  assistance 
programs  must  be  retained  and  amply  funded  if  American  agriculture  is  to  be  a  vital,  healthy 
part  of  the  American  economy  and  a  foundation  for  a  strong  domestic  food  security  policy. 

With  respect  to  specific  general  farm  program  provisions.  Farm  Bureau  is  currentiy  engaged 
in  the  development  of  a  proposal.   Active  1995  Farm  Bill  Task  Forces  are  in  place  in  a 
number  of  state  Farm  Bureaus  and  within  the  American  Farm  Bureau  Federation  that  are 
considering  the  many  alternatives  available.   Specific  proposals  for  revisions  of  general 
program  provisions  will  be  forthcoming  from  these  groups  and  through  our  policy 
development  process. 

However,  on  a  number  of  issues,  our  policy  is  clear 

*  Farm  Bureau  opposes  any  income  means  test  applied  to  farm  program  payment 
eligibility  as  well  as  efforts  to  reduce  program  benefits  through  lowered  payment 
limitations  or  repeal  of  the  three-entity  rule. 

*  If  a  payment  limitation  is  in  effect,  no  rules  in  defining  "a  person"  should  penalize 
farm  operators  who  legitimately  share  labor,  equipment  and  other  resources  as  a 
normal  course  of  operation. 

*  Participation  in  any  federal  or  state  water  projects  should  not  adversely  affect  a 
grower's  participation  in  any  USDA  farm  program. 

*  Producers  should  not  be  penalized  for  taking  action  based  upon  inaccurate  guidance 
ft-om  USDA  officials.  If  a  repayment  is  required  as  a  result  of  such  action,  it  should 
be  limited  only  to  principal. 

*  Tenants  or  landowners  should  not  be  denied  benefits  of  federal  legislation  on  any  farm 
that  is  in  compliance  with  the  provisions  of  the  program,  regardless  of  the  compliance 
status  of  their  other  farms. 

*  Agricultural  Stabilization  and  Conservation  Service  (ASCS)  yield  procedures  should  be 
amended  to  allow  producers  to  furnish  actual  production  evidence  and  thereby  have  a 
farm  payment  yield  which  is  based  on  proven  production  instead  of  the  current 
procedure,  which  is  based  on  outdated  yields  of  similar  farms. 

*  ASCS  should  provide  producers  with  flexible  programs.  This  flexibility  could  be 
offered  through  implementation  of  the  targeted  option  payment  (TOP)  program  or 
through  prorated  deferral  of  the  repayment  for  subtraction  fix)m  subsequent  deficiency 
payments. 

Several  key  issues  affecting  the  general  farm  program  provisions  are  deserving  of  special 
attention  in  the  upcoming  debate.   Among  these  are  planting  flexibility,  acreage  reduction 
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programs,  expiration  of  CRP  (Conservation  Reserve  Program)  contracts,  environmental 
restrictions  and  conservation  and  environmental  incentives. 

Increased  international  competition,  tighter  operating  margins  and  reduced  governmental 
support  all  call  for  more  allowance  for  producer  flexibility  in  planting  decisions.   Currentiy, 
most  planting  flexibility  comes  with  a  cost  of  lost  income  support.  (All  flex  acres  are  nonpaid 
acres.)   In  addition,  planting  flexibility  excludes  the  ability  to  plant  program  crops  (such  as 
com  wheat  or  cotton)  on  oilseed  acres.   Policy  options  for  the  1995  farm  programs  should 
consider  allowance  for  some  planting  flexibility  without  loss  of  program  benefits.   In  addition, 
establishment  of  a  mechanism  wherein  planting  flexibility  can  extend  to  the  whole  farm 
should  be  considered. 

There  is  significant  evidence  that  acreage  reduction  programs  (particularly  annual  set  asides) 
have  contributed  to  a  loss  in  export  market  share  and  have  been  only  partially  effective  as  a 
price  support  mechanism.   Over  the  past  decade  or  so,  U.S.  producers  have  foregone 
production  of  approximately  500  million  metric  tons  of  grains  while  foreign  producers  have 
expanded  production  by  more  than  480  million  metric  tons  ~  nearly  a  one-for-one 
replacement.   Foregone  U.S.  cotton  production  has  been  replaced  by  foreign  producers  on  a 
six-for-one  basis.   Alternatives  to  annual  set  asides,  such  as  multi-year  set  asides  designed  to 
achieve  conservation/wildlife  habitat  goals,  an  environmental  TOP  (Targeted  Option  Payment) 
program,  and  a  flexible  CRP  program  ~  which  acts  as  a  natural  resource  reserve  -  should  be 
explored. 

Modification  of  the  budget  rules  to  establish  a  baseline  budget  for  the  extension  of  a  major 
portion  of  the  CRP  without  extracting  the  funds  ftxjm  the  price  support  programs  would 
enhance  both  programs.   High  annual  set  asides  (which  would  likely  be  required  if  CRP  is  not 
extended)  would  be  devastating  to  net  farm  income  and  increased  nonpaid  flex  acres  as  a 
means  to  control  budget  exposure  would  reduce  participation  rates  to  levels  that  render  the 
programs  ineffective  as  either  a  supply  control  mechanism  or  as  a  way  to  stabilize  farm 
income. 

Modification  of  general  farm  program  provisions  to  include  incentives  for  conservation-related 
activities  (green  payments)  is  deserving  of  consideration.  However,  incentive  payments 
should  not  be  funded  by  reductions  in  direct  income  support  payments.   Farmers  have  made 
substantial  progress  toward  reducing  agricultural  nonpoint  pollution  through  voluntary 
measures  with  appropriate  incentives.   Enhancement  of  these  achievements  can  be  supported 
through  properly  designed  companion  programs  which  work  in  concert  with  the  traditional 
commodity  price  support  programs. 

Thank  you  for  the  opportunity  to  express  our  views  on  this  most  important  topic. 

Additional  written  comments  are  attached. 
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TRADE  AGREEMENT  IMPACTS 

Farm  Bureau  haa  been  an  ardent  supporter  of  efforts  to  expand  export 
opportunities  for  U.S.  agricultural  commodities.   We  were  among  the  leaders  in 
efforts  to  assist  the  passage  of  the  NAFTA  through  Congress.   In  their  March 
1994  meeting,  the  Farm  Bureau  Board  of  Directors  voted  to  support  passage  of 
the  GATT  implementing  legislation.   However,  recent  events  are  raising 
questions  about  whether  Farm  Bureau  can  continue  this  support. 

Throughout  the  seven  years  of  negotiations.  Farm  Bureau  was  supportive  of  the 
basic  concept  embodied  in  the  U.S.  negotiating  position  calling  for 
substantial  and  progressive  worldwide  reductions  in  trade  distorting 
subsidies.   We  steadfastly  opposed  reductions  in  U.S.  programs  and  trade 
measures  without  equivalent  commitments  by  other  countries. 

If  the  Uruguay  Round  implementing  bill  contains  program  funding  reductions 
beyond  those  required  under  the  agreement,  foreign  countries  would  not  be 
undertaking  "equivalent  commitments"  as  required  in  Farm  Bureau  policy.   More 
to  the  point,  however,  is  the  fact  that  our  members  have  been  told  repeatedly 
since  the  so-called  Blair  House  accord  two  years  ago  that  the  Uruguay  Round 
would  not  require  domestic  U.S.  farm  programs  to  be  cut  any  more  than  the 
substantial  cuts  already  undertaken  in  the  last  two  farm  bills.   If  the 
agricultural  budget  is  targeted  for  more  reductions  to  cover  a 
disproportionate  share  of  expected  tariff  revenue  losses,  few  in  agriculture 
will  be  able  to  support  the  implementing  legislation. 

In  addition.  Farm  Bureau  believes  that  now  is  not  the  time  to  abandon 
aggressive  export  market  promotion  programs.   Both  the  NAFTA  and  pending  GATT 
agreements,  with  few  exceptions,  will  provide  greater  market  opportunities  for 
U.S.  agriculture.   In  the  short-run,  these  benefits  are  expected  to  be 
marginal.   The  real  potential  is  in  the  long-run.   With  trade-generated 
economic  growth  worldwide  and  continuing  tariff  reductions,  substantial  gains 
from  trade  can  be  expected.   The  European  Union,  Japan  and  other  foreign 
competitors  can  be  expected  to  continue  to  use  every  tool  at  their  disposal  to 
maintain  and/or  expand  their  share  of  world  markets.   Without  the  commitment 
of  the  U.S.  government,  U.S.  agriculture  will  be  at  a  significant  competitive 
disadvantage  in  world  markets. 

Unfortunately,  just  at  the  time  when  we  are  poised  to  take  advantage  of  a  new 
world  trade  era,  proposed  budgets  emerging  from  the  Administration  and 
Congress  are  slashing  funds  from  the  very  "Green  Box"  programs  U.S. 
negotiators  worked  so  hard  to  maintain.   Instead  of  backing  aggressive  export 
market  promotions  with  all  the  GATT  legal  tools  in  our  box,  the  Administration 
responds  with  the  following:  a  22  percent  cut  in  PL-480  funds;  a  25  percent 
reduction  in  the  Market  Promotion  Program;  an  18  percent  reduction  of  the 
Foreign  Market  Development  Program;  and  a  total  elimination  of  the  SOAP  and 
COAP  funding.   Reductions  in  funding  for  these  important  programs  will  further 
disadvantage  U.S.  agriculture's  efforts  to  maintain  existing  overseas  markets 
and  reap  any  potential  benefits  from  current  and  pending  trade  agreements. 

To  realize  the  promises  of  the  GATT  agreement,  we  believe  a  number  of  actions 
are  necessary.   First,  we  strongly  urge  that  funding  for  export-related 
programs  which  are  subject  to  discipline,  be  maintained  at  current  program 
levels  for  FY1995.   This  includes  the  EEP,  DEIP,  SOAP  and  COAP.   Similar  level 
funding  should  be  maintained  for  those  programs  which  are  now  included  in  the 
"Green  Box"  category  under  GATT . 

Second,  we  urge  the  Administration  to  support  as  part  of  the  GATT  implementing 
legislation  the  establishment  of  a  new  Agricultural  Investment  and  Market 
Expansion  Program  (AIME) .   In  addition  to  consolidating  and  streamlining 
existing  export-related  programs  such  as  EEP,  DEIP,  SOAP  and  COAP,  it  would 
maintain  the  maximum  use  of  each  as  allowed  under  GATT.   It  would  also  provide 
that  any  additional  funds  no  longer  available  for  use  as  export  subsidies  be 
"reinvested"  as  allowed  under  GATT  for  various  "Green  Box"  programs.   These 
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would  include  but  next  limited  to  market  development,  market  promotion  and  food 
assistance . 

Such  actions,  we  believe,  will  help  maintain  the  ability  of  U.S.  agriculture 
to  remain  viable  and  competitive  under  GATT  and  continue  to  meet  both  domestic 
and  overseas  food  needs.   It  will  also  send  a  signal  to  our  competitors  and 
customers  that  the  U.S.  is  not  abandoning  its  agriculture  and  that  the  Uruguay 
Round  is  the  beginning,  not  the  end,  of  our  efforts  to  move  toward  more  open 
and  fair  world  trade.   During  the  Uruguay  Round  transition  period  the  U.S. 
should  continue  to  use  all  the  tools  at  its  disposal  to  balance  the  continuing 
export  support  other  countries  provide  their  agriculture. 

MP/sc 
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BUDGET  CONSTRAINTS  SECTION 

With  the  increaaing  concerns  about  the  federal  budget  deficit,  both  the 
Congress  and  the  Administration  have  focused  on  ways  to  reduce  government 
expenditures.   Media  stories  often  express  concern  that  spending  for  farm 
programs  is  excessive,  out  of  control,  or  no  longer  needed.   None  of  these 
statements  bears  the  slightest  resemblance  to  reality. 

First,  consider  USDA  outlays  in  terms  of  nominal  and  inflation-adjusted 
dollars  (Chart  1) .   Note  that  the  solid  line,  USDA  outlays  in  nominal  dollars, 
appears  to  be  increasing  although  at  a  mucn  slower  rate  in  the  last  10  years 
than  the  prior  10  years.   However,  once  an  adjustment  is  made  for  inflation, 
it  becomes  readily  apparent  that  USDA  outlays  are  significantly  under  the 
levels  of  the  mid-1980s  and  have  been  relatively  flat  in  recent  years. 
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Chart    1 

It  is  also  interesting  to  look  at  USDA  outlays  as  a  percentage  of  total 
federal  outlays.   As  can  be  seen  in  Chart  2,  USDA  outlays  account  for 
approximately  four  percent  of  total  federal  outlays  at  the  lower  end  of  the 
range  for  all. 'he  years  except  just  after  the  Korean  War. 


USDA  OUTLAYS  AS  A  PERCENT  OF 
TOTAL  FEDERAL  OUTLAYS 
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Chart  2 
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Looking  at  USDA  outlays  in  the  aggregate  can  be  somewhat  misleading,  however, 
if  the  focus  is  on  ag  function  or  farm  program  activities.   As  can  be  seen  in 
Chart  3,  Ag  Function  Outlays  Versus  Food  Nutrition  Services,  ag  function 
outlays  have  dropped  significantly  since  the  mid-1980s,  ranging  between  $12 
billion  and  $20  billion  in  recent  years  and  averaging  approximately  $15 
billion.   The  real  increases  in  USDA  spending  have  been  in  the  area  of  food 
and  nutrition  services,  primarily  food  stamps  and  to  a  lesser  extent  Women, 
Infants  and  Children  (WIC) .   In  1970,  food  nutrition  service  expenditures  were 
less  than  $1  billion.   By  1980,  they  jumped  to  $13.6  billion.   By  1990  they 
almost  doubled  at  $23.6  billion  and  by  1993  they  totalled  over  $35  billion. 
To  the  extent  there  have  been  increases  in  the  USDA  budget,  it  has  been  almost 
exclusively  in  the  area  of  food  and  nutrition  services  in  the  past  10  years. 


AGRICULTURE  FUNCTION  OUTLAYS  vs 
FOOD  AND  NUTRITION  SERVICE 
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Chart  3 
With  respect  to  ag  function  spending,  please  note  Chart  4,  Ag  Function 
Deflated  FY1993  -  100,  which  shows  ag  function  spending  over  the  past  42  years 
adjusted  for  inflation.   Except  for  a  brief  period  in  the  early  and  mid-19803, 
ag  function  spending  has  stayed  in  a  relatively  narrow  range  of  $10  billion  to 
$20  billion 


AGRICULTURE  FUNCTION 
DEFLATED  FY  1993=100 
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in  real  dollars,  averaging  approximately  $18  billion  over  the  40-plu3  year 
time  period.   Although  ag  function  3pending  did  rise  to  the  top  of  that  range 
in  1993,  current  projections  are  that  it  will  return  to  the  lower  end  of  the 
range  over  the  next  couple  of  years . 

Reduced  farm  program  spending  on  agriculture  has  already  had  a  significant 
impact.   The  reductions  since  1986  reflect  changes  in  the  farm  program  which 
include  such  things  as  lower  target  prices,  frozen  crop  base  yields,  a  15 
percent  reduction  in  deficiency  payments  via  the  flex  acreage  program  and  an 
assessment  on  milk  producers.   The  impact  of  these  changes  in  the  farm  program 
are  shown  in  Table  1.   As  can  be  seen  in  the  table,  the  cumulative  total  for 
the  past  five  fiscal  years  is  $18.9  billion.   The  six  commodities  utilized  in 
developing  this 

TABLE  1 
REDUCTION  IN  GOVERNMENT  EXPOSURE  ^ 

FROM  LOWER  TARGET  PRICES,  FROZEN  YIELD  AMD  FLEX  ACREAGE 


FISCAL 

LOWER 

YEAR 

TARGET  PRICES 

1989 

$1,395 

1990 

2,472 

1991 

3,465 

1992 

3,448 

1993 

3,525 

Cumulative 

Total 

$14,305 

DAIRY 


FROZEN  CROP       B*!^* 

BASE  YIELDS     ACRES      ASSESSMENT' 

(million  dollars) 


96 
189 
303 
306 
261 


$1,155 


1,089 
1,916 

$3,005 


72 

190 

211 

$473 


TOTAL 

$  1,491 
2,661 
3,840 
5,033 
5,913 

$18,938 


Based  on  the  impact  on  corn,  sorghum,  wheat,  rice,  cotton  and  milk  which 
typically  account  for  about  90  percent  of  total  annual  CCC  payments  to 
farmers.   CCC  commodity  outlays  to  farmers  plus  disaster  payments  are  defined 
as  direct  government  payments  in  USDA  farm  income  statistics. 

Provisions  of  the  Omnibus  Budget  Reconciliation  Act  of  1990. 

table  account  for  about  90  percent  of  total  annual  CCC  payments  to  farmers . 
Therefore,  total  expenditures  over  the  five-year  period  were  reduced  about  $21 
billion.   It  should  be  stressed  that  these  have  been  real  and  painful  cuts  for 
the  agricultural  sector.   However,  the  American  Farm  Bureau  Federation 
supported  some  of  these  cuts,  such  as  a  lowering  of  the  target  prices,  with 
respect  to  the  1985  fairm  bill.   As  a  result  of  these  reductions,  government 
payments  to  farmers  are  now  approximately  one-third  lower  than  they  would  have 
otherwise  been. 


Chart  5,  Reduction  in  Government  Exposure,  shows  how  much  larger  the  ag 
function  cost  would  have  been  had  these  cuts  not  been  made.   Chart  6,  Impact 
on  Net  Cash  Farm  Income,  shows  the  impact  of  these  cuts  on  net  cash  farm 
income.   As  a  result  of  these  cuts,  net  cash  farm  income  has  been  reduced 
approximately  10  percent. 
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REDUCTION  IN  GOVERNMENT  EXPOSURE 

FROM  LOWER  TARGET  PRICES,  FROZEN  YIELDS, 
FLEX  ACREAGE,  &  DAIRY  ASSESSMENTS 


30 


Additional  CCC  Payments 
Without  Cuts 


Chart  5 


It  should  be  stressed  that  these  cuts  are  not  the  typical  Washington  sleight- 
of-hand,  that  is  cuts  from  some  projected  higher-level  budget.   They  are  real, 
they  are  extensive,  and  the  farm  sector  has  gone  through  a  painful  adjustment 
period  in  the  1980s  as  a  result  of  these  cuts. 


IMPACT  ON  NET  CASH  FARM  INCOME 

FROM   LOWER  TARGET  PRICES,  FROZEN   YIELDS, 

FLEX  ACREAGE,  &  DAIRY  ASSESSMENTS 


Net  Cash  Farm  Income  Lost  Due 
to  Reduced  CCC  Payments 
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Chart    6 


Agriculture    is   currently  on  more    level   ground:    a  much   leaner   and  meaner 
machine   as   a   result   of   the   cuts    in   farm  program  spending  and  the   loss   of 
export   markets   to   foreign   competitors.      That   brings   up   a    final   point   with 
respect   to   future   farm  progr2uns . 


254 


11 

There  is  a  growing  perception  that,  as  a  result  of  the  recently  passed  NAFTA 
and,  soon-to-be  passed  GATT  agreement,  that  agriculture  has  no  further 
problems  in  the  foreign  arena.   Again,  this  is  a  far  cry  from  the  reality  of 
today's  highly  competitive  international  marketplace.   In  fact,  other 
countries  are  spending  significantly  more  to  subsidize  their  agriculture 
sector  than  the  United  States. 

The  following  tables  measure  that  spending  in  three  ways.   First,  Table  2, 
Total  Transfer  Share  of  Agriculture  Transfers  in  Total  GDP  (%),  shows  four 
other  countries  and  the  United  States.   Please  note  that  some  countries  spend 
double  the  level  of  the  United  States,  and  the  EC  and  Japan  spend  one-half  to 
one-third  more  than  the  United  States. 

TABLE  2 


SHARE  or  TOTAL  AGRICULTURAL  TRANSFERS  IN  TOTAL  GDP  (%) 


Nesib«r  Country 


1988 


1989 


1990 


1991 


1992 


Canada 

1.8 

1.6 

1.6 

1.8 

1.6 

European  Community 

2.2 

1.9 

1.9 

2.0 

2.0 

Japan 

2.4 

2.3 

2.1 

1.9 

2.0 

Switzerland 

3.1 

2.7 

2.6 

2.7 

2.4 

United  States 

1.4 

1.3 

1.3 

1.4 

1.5 

OBCD  average  2.1         1.8         1.9         2.1         2.1 

'including  ex-GDR  in  1990,  1991  and  1992.   'Excluding  Iceland  and  Turkey 

This  spending  differential  becomes  even  more  dramatic  when  viewed  on  a  per 
capita  basis.   In  Table  3,  Total  Transfers  to  Agricultural  Programs,  the  first 
line,  per  capita,  shows  the  spending  on  a  per  person  basis.   Note  that  Japan 
spends  two-thirds  more  than  the  United  States  and  the  Europeans  spend  25 
percent  more  than  the  United  States  on  a  per  capita  basis.   Also  note 
Switzerland,  a  country  that  spends  over  twice  as  much  per  capita  as  the  United 
States.   Recently,  an  AFBF  staff  member  had  the  opportunity  to  visit  with  a 
legislator  from  the  Swiss  lower  parliament,  equivalent  to  the  U.S.  House  of 
Representatives,  about  their  farm  program.   He  asked  this  legislator  how  the 
government  could  afford  to  spend  so  much  money  to  support  Swiss  farmers. 

The  Swiss  legislator  replied  that  there  were  two  reasons.   First,  Switzerland, 
as  nearly  all  of  Europe,  was  faced  with  a  serious  food  shortage  during  World 
War  II  and  wanted  to  become  as  self-sufficient  as  possible,  regardless  of  the 
cost.   Second,  he  indicated  that  Switzerland's  chief  industry  was  tourism  and 
that  it  was  necessary  to  have  prosperous-looking  farmers  for  the  tourists  as 
they  travelled  through  the  countryside,  even  though  from  an  economic 
perspective  they  were  small  and  inefficient  units.   This  is  a  fairly  common 
attitude  throughout  Europe. 

TABLE  3  « 

TOTAL  TRAMSrSRS  TO  AGRICULTURAL  PROGRAMS 
1992 


Per  capita 

Per  acre  of  farmland 


Canada   EC    Japan 

$330    $450   $   600 
S  50    $453   55,714 


Switzerland 

U.S. 

Average 

OECD 

$   840 

$360 

$440 

$1,153 

$  85 

$125 

The  second  line  of  Table  3,  per  acre  of  farmland,  gives  probably  the  most 
accurate  and  startling  view  of  the  subsidy  level  in  these  countries  versus  the 
United  States.   U.S.  farmers  received  total  transfers  of  $85  per  capita  acre. 
Note  in  Table  4  that  only  $9  per  acre  of  this  is  in  the  form  of  direct  farm 
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support  (actually  paid  to  farmers) ,  543  comes  in  indirect  support,  and  $33  is 
for  consumer  programs  such  as  food  and  nutrition.   Again,  note  Switzerland, 
supported  at  a  level  of  $1,153  per  acre.   In  the  EC,  the  average  support  is 
$453  per  acre,  over  five  times  the  level  of  support  given  to  U.S.  farmers. 
But  the  most  unbelievable  number  is  with  Japan,  where  transfers  total  $5,714 
per  acre.   With  these  kind  of  farm  income  subsidies,  it  is  extremely  difficult 
for  U.S.  farmers  to  compete,  regardless  of  their  level  of  efficiency. 

TABLE  4 

BRKAKDONM  OF  U.S.  TRAMSrSRS 

1992 


Conauswr 
Support /Food 
And  Nutrition 

Zndiract 
Support 

Diract 

Paynant 

to  Fanoera 

Total 

$142 

$182 

$36 

$360 

$  33 

$  43 

$  9 

$  85 

Per  capita 

Per  acre  of  farmland 

Agreements  such  as  NAFTA  and  GATT  cut  tariff  barriers  and  make  some  subsidy 
cuts.   However,  the  GATT  subsidy  cuts  are  only  21  percent  (quantity 
subsidized)  to  36  percent  (budget  outlays  for  all  subsidies)  over  a  5  to  10- 
year  period.   Even  when  fully  implemented,  EC  farmers  will  get  on  average  3.5 
times  the  level  of  subsidies  of  U.S.  farmers.   Japanese  farmers  continue  to 
protest  about  the  potential  of  importation  of  a  limited  amount  of  U.S.  rice 
into  their  country.   However,  even  after  all  the  GATT  agreements  are 
implemented  it  will  only  reduce  their  subsidy  level  by  about  one-third. 
Consequently,  Japanese  farmers  will  still  be  receiving  subsidies  45  times  the 
level  of  U.S.  farmers.   With  few  exceptions,  the  cuts  already  made  in  the  U.S. 
farm  program  meet  the  GATT  requirements  when  fully  implemented. 

U.S.  farmers  are  proud  of  the  contribution  they  have  made  to  reducing  the  U.S. 
federal  deficit  to  date.   However,  until  there  are  similar  adjustments  in 
other  areas  of  government,  it  is  difficult  to  justify  further  cuts  in  U.S. 
farm  program.   U.S.  farmers  have  already  accepted  more  than  their  share  of 
cuts  and  hope  others  will  follow  their  example.   Indeed,  when  the  other 
sectors  of  government  have  accepted  cuts  similar  to  those  applied  to 
agriculture,  farmers  will  be  happy  to  examine  ways  to  make  another 
contribution  to  further  reducing  the  federal  deficit. 


TF/skc 

SOURCE:      Agricultural   Policies,    Markets   and   Trade,    Monitoring  and 
Outlook,    Organization   for  Economic  Cooperation   and  Development    (OECD) , 
1993.      Care  should  be  exercised  in  making  comparisons  across  countries 
due  to  the  fact  that  there  are  considerable  differences  in  national 
accounting  procedures,  budgetary  practices  and  constitutional 
responsibilities.   In  addition,  because  the  relative  values  of  currencies 
with  respect  to  each  other  move  at  different  rates  over  time,  the 
variation  in  total  transfers  expressed  in  an  alternative  currency  will  be 
different  from  that  expressed  in  U.S.  dollars.   Although  the  specific 
numbers  for  an  individual  country  change  frequently,  the  relative 
difference  between  countries  changes  more  slowly.   Nevertheless,  readers 
are  encouraged  to  review  the  source  document . 
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CENTER    FOR    RURAL    AFFAIRS 

Post  OWloe  Box  405  ^  p,^ ..  «:^«.  ,.^    Walthlll.  Nebraska  68067-04O5 

Phon«  (402)  846-S428  FAX  (402)  846-5420     ^<7  Population  747 


Testimony  of  Ferd  Hoefner 

on  behalf  of  the  Center  for  Rural  Affairs 

and  the  Sustainable  Agriculture  Coalition 

before  the 

General  Farm  Commodities  Subcommittee 

of  the 

House  Agriculture  Committee 

July  14,  1994 

Mr.  Chairman  and  members  of  the  Subcommittee,  thank  you  for  the 
invitation  to  speak  today  at  this  critical  time  in  the  history  of 
American  agriculture. 

The  average  age  of  farmers  is  nearing  60  and  over  half  of  the  na- 
tion's land  is  operated  by  farmers  who  are  likely  to  retire 
within  the  next  ten  years.   At  the  same  time,  entry  levels  for 
beginning  farmers  have  fallen  to  alarmingly  low  levels.   We  are 
in  danger  of  permanently  losing  a  major  share  of  the  nation's 
farming  opportunities.   As  Iowa  State  University  agricultural 
economist  Neil  Harl  has  stated  the  case,  "We  are  poised  on  the 
edge  of  the  greatest  period  of  farm  consolidation  in  history. " 

But  it  need  not  be  that  way.   If  we  adopt  a  set  of  policies 
designed  to  support  economic  opportunity  in  agriculture,  the  land 
made  available  by  retiring  farmers  over  he  next  decade  could  pro- 
vide the  base  for  a  new  generation  of  beginning  family  farmers. 

VJhile  changes  in  many  different  areas  of  agriculture  policy  will 
be  required  to  achieve  this  goal,  the  decisions  made  by  this  Sub- 
committee on  the  programs  in  its  jurisdiction  will  be  crucial  in 
determining  the  outcome.   If  we  continue  to  design  federal  farm 
programs  to  reward  consolidation  in  agriculture  by  assisting 
well-established  large  farms  in  acquiring  control  of  the  land, 
they  will  bid  moderate-size  and  beginning  farmers  out  of  the  land 
r.arket .   Neil  Harl's  warning  will  become  reality.   By  contrast, 
if  we  focus  program  benefits  on  supporting  modest  volumes  of  pro- 
duction and  enhancing  the  competitive  position  of  moderate-size 
farms,  there  can  be  a  viable  future  for  family  farming  and  farm 
communities . 
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Federal  commodity  program  policy,  however,  has  moved  in  the  oppo- 
site direction  in  recent  years,  away  from  supporting  farming  op- 
portunities. Moderate-size  grain  farms  have  taken  very  substan- 
tial cuts  under  the  terms  of  the  1990  Budget  Act,  while  the  na- 
tion's largest  farms  have  taken  no  cuts.  Most  farms  with  suffi- 
cient acreage  to  receive  the  maximum  $100,000  deficiency  payment 
prior  to  the  1990  Budget  Act  continue  to  receive  $100,000. 

Submitted  with  my  testimony  is  a  copy  of  a  study  released  today 
by  the  Center  for  Rural  Affairs.   It  compares  deficiency  payments 
received  by  38  moderate-size  and  large  model  farms  producing 
wheat,  feed  grains,  rice,  and  cotton  in  13  states,  using  actual 
payments  for  1990  and  1993  and  CBO  projected  payments  for  1994. 
The  findings  of  the  study  demonstrate  the  serious  inequity  of 
using  across-the-board  mechanisms  to  impose  farm  program  cuts. 

For  example,  the  study  found  that  a  Missouri  moderate-size  1,100 
acre  corn,  wheat,  and  soybean  farm  is  projected  to  receive  a 
$16,312  deficiency  payment  this  year,  a  32  percent  cut  from  1990 
levels.   The  majority  of  that  cut,  though  not  all  of  it,  is  due 
to  the  1990  Budget  Act  provisions.   By  contrast,  a  large  8,000 
acre  Missouri  corn,  wheat,  and  soybean  farm  is  taking  no  cut.   It 
is  projected  to  receive  $100,000  this  year,  just  as  it  did  in 
1990. 

By  commodity,  moderate-size  corn  producers  will  take  an  average 
25.9  percent  cut  in  deficiency  payments  in  1994  compared  to  1990. 
For  moderate-size  wheat  producers,  the  average  cut  will  be  39.6 
percent.   A  large  part  of  these  cuts  stem  from  the  imposition  of 
mandatory  unpaid  flex  acres  and  the  shift  to  12 -month  average 
market  prices  in  calculating  deficiency  payments. 

We  strongly  urge  this  Subcommittee  to  focus  commodity  programs  on 
supporting  the  establishment  and  survival  of  moderate-size  family 
farms,  rather  than  subsidizing  land  consolidation.   We  urge  you 
to  rectify  the  inequity  of  the  last  round  of  cuts,  and,  should 
any  future  cuts  are  imposed,  to  structure  them  in  a  fair  manner. 

We  also  urge  you  to  redesign  commodity  programs  to  reward 
resource  stewardship  and  assist  farmers  in  meeting  the  environ- 
mental challenges  facing  agriculture,  and  to  do  so  in  a  cost  ef- 
fective and  farmer  friendly  manner. 

Toward  those  ends,  we  are  developing  a  proposal  to  establish  an 
Environmental  Reserve  Program  to  largely  replace  the  Acreage 
Reserve  Program.   Under  this  proposal,  farmers  would  no  longer 
idle  land  as  a  condition  of  receiving  deficiency  payments  in  most 
years.   Instead,  a  portion  of  deficiency  payments  would  be  moved 
to  a  pool  to  pay  farmers  to  reduce  production  in  environmentally 
beneficial  ways. 


-  2 


264 


Farmers  would  bid  to  participate.   USDA  would  accept  that  com- 
bination of  bids  that  meets  fiscal  and  production  targets,  while 
achieving  the  maximum  environmental  benefit.   Both  special  con- 
servation practices  --  contour  grass  strips,  buffer  areas  and 
f ilterstrips,  and  covered  endrows,  for  instance  --  and  integrated 
crop  management  plans  could  qualify. 

Advantages  of  this  Environmental  Reserve  Program  are: 

*  It  would  neither  decrease  farm  income  nor  increase  the  overall 
cost  of  the  farm  program.   Farmers  already  incur  the  cost  of 
reduced  production  and  the  federal  government  already  compensates 
them  for  doing  so.   This  program  would  simply  rationalize  the  ar- 
rangement by  using  the  foregone  production  and  federal  expendi- 
tures to  achieve  far  greater  environmental  good. 

*  It  would  provide  farmers  greater  flexibility  and  allow  them  to 
be  more  responsive  to  both  economic  signals  and  environmental  ob- 
jectives.  Farmers  who  have  highly  productive  land  could  choose 
to  farm  it  all  and  still  receive  deficiency  payments.   Those  who 
farm  more  economically  marginal  land  or  need  help  in  addressing 
particular  environmental  problems  could  apply  to  enroll  and  be 
rewarded  for  improving  environmental  performance. 

The  Sustainable  Agriculture  Coalition  is  preparing  a  detailed 
analysis  of  this  proposal,  and  will  be  pleased  to  share  it  with 
you  as  we  proceed. 

We  also  urge  that  improvement  of  the  Integrated  Farm  Management 
commodity  program  option  be  on  your  agenda.   We  were  pleased  that 
USDA  earlier  this  year  revised  the  regulations  for  the  IFM  pro- 
gram to  finally  bring  them  into  line  with  the  1990  Farm  Bill. 
Now  if  we  can  ever  get  local  ASCS  and  SCS  personnel  trained  in 
how  to  use  the  program  more  of  its  potential  might  be  realized. 

Legislative  changes,  however,  are  required  to  further  reduce  farm 
program  barriers  to  the  adoption  of  resource -conserving  crop 
rotations  and  other  conservation  practices.   We  are  developing  a 
set  of  reforms  to  both  increase  the  flexibility  and  simplify  the 
rules  of  the  IFM  program  and  will  be  happy  to  share  that  with  you 
in  the  near  future. 

In  closing,  let  me  note  that  targeting  farm  program  benefits, 
creating  an  environmental  reserve,  and  improving  the  IFM  program 
are  but  three  priorities  of  a  larger  set  of  issues  we  are  working 
on  in  conjunction  with  the  Campaign  for  Sustainable  Agriculture, 
a  national  network  of  farm  and  nonfarm  groups  working  together  in 
preparation  for  the  next  farm  bill.   I  know  that  the  national 
Campaign  stands  ready,  as  do  we,  to  work  with  you  in  developing 
these  and  other  options  for  the  farm  bill. 

Thank  you  for  the  opportunity  to  testify.   I  would  be  happy  to 
try  to  answer  any  questions  you  may  have. 
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LARGE  FARMS  CONTINUE  TO  RECEIVE  $100,000 

IN  DEFICIENCY  PAYMENTS  WHILE  MOST 

MODERATE-SIZED  FARMS  TAKE  CUTS 


The  nation's  largest  farms  are  gaining  a  growing  share 
of  deficiency  payments  for  wheat,  rice  and  feed  grains, 
while  the  share  received  by  moderate-sized  farms  is  falling. 

This  regressive  shift  in  payments  stems  largely  from  the 
1990  Budget  Act  That  Act  reduced  expenditures  by 
eliminating  deficiency  payments  on  IS  percent  of  base  acres, 
called  "normal  flex  acres",  and  changing  the  time  period 
for  calculating  deficiency  payments  for  wheat,  feed  grains 
and  rice.  These  measures  have  been  effective  in  reducing 
deficiency  payments  to  moderate  size  farms.  But  because  the 
Budget  Act  failed  to  close  loopholes  in  the  nominal  $50,000 
limitation  on  deficiency  payments,  many  of  the  nation's 
largest  farms  have  taken  no  cut 

Deficiency  payments  to  model  moderate-sized  and  large 
farms  producing  various  farm  program  commodities  in  13 
states  were  calculated  for  1990,  1993  and  1994.  The  actual 
payment  cuts  experienced  by  moderate-sized  farms  varies  by 
commodity,  due  to  market  fluctuations.  Higher  market  prices 
result  in  lower  deficiency  payments  and  vice  versa. 
Nonetheless,  moderate-sized  producers  of  all  eligible 
commodities  except  cotton  will  experience  significant 
decreases  in  their  support  in  1994,  relative  to  1990  levels, 
according  to  Congressioiul  Budget  Office  projections. 


HIGHLIGHTS 

*  A  moderate-sized  630-acre  irrigated  Nebraska  com 
and  soybean  farm  is  projected  to  receive  a  $24,235 
deficiency  payment  in  1994,  25.9  percent  less  than  the  1990 
level.  It  received  an  even  lower  payment  of  $14,969  in 

1993,  a  54.2  percent  reduction  from  1990,  due  to  weather 
induced  com  price  increases.  A  4,209-acre  large  farm 
producing  the  same  commodities  is  taking  no  cut  It  received 
$100,000  in  deficiency  payments  in  both  1990  and  1993, 
and  is  projected  to  receive  the  same  amount  in  1994. 

*  In  Iowa,  a  modetate-sized  680-acre  com  and  soybean 
farm  is  projected  to  receive  a  $13,600  deficiency  payment  in 

1994,  25.9  percent  less  than  the  1990  level.  Like  the 
Nebraska  farm,  it  also  took  a  54.2  percent  cut  from  the  1990 
level  and  received  a  payment  of  $8,400  in  1993.  Its 
8,096-acre  large  farm  counterpart  is  taking  no  cut  It 


received  $100,000  in  both  1990  and  1993,  and  is  projected 
to  receive  the  same  amount  in  1994. 

*  A  Missouri  1,500-acre  rice,  com,  sorghimi  and 
soybean  operation  is  projected  to  receive  a  $34,993 
deficiency  payment  in  1994,  65.0  percent  less  than  its  1990 
payment  This  dramatic  drop  reflects  much  improved  rice 
market  prices  as  well  as  the  1990  Budget  Act  This 
moderate-sized  farm  received  $98,535  in  1993,  just  IS 
percent  less  than  the  maximum  $100,000  payment  it 
received  in  1990.  Its  4,287-acre  large  farm  counterpart  is 
taking  no  cut;  it  received  the  maximum  $100,000  payment 
in  1990  and  1993  and  is  projected  to  receive  the  marimiim 
payment  again  in  1994. 

*  In  Kansas,  a  moderate-sized  wheat  and  sorghum  Arm 
is  projected  to  receive  a  $28,370  deficiency  payment  in 
1994,  39.0  percent  less  than  its  1990  payment  This 
1,175-acre  farm  received  $33,434  in  1993,  a  cut  of  28.1 
percent  from  the  1990  level,  when  wheat  market  prices  were 
lower  and  before  implementation  of  ±e  1990  Budget  Act 
Its  4, 142 -acre  large  farm  counterpart  is  taking  no  cut  since 
it  received  $100,000  in  both  1990  and  1993,  and  is 
projected  to  receive  the  same  amount  in  1994. 

*  The  deficiency  payments  received  by  a  400-acre 
California  rice  farm  fell  only  4.3  percent  from  $93,184  in 
1990  to  $89,152  in  1993.  primarily  because  the  impact  of 
flex  acres  was  ofliset  by  a  reduction  in  set-aside  acres  fix>m 
20  to  5  percent  (Lower  set-aside  rates  mean  that  farmers 
receive  payments  on  a  higher  proportion  of  base  acres.)  In 
1994,  however,  deficiency  payments  for  rice  are  expected  to 
be  at  their  lowest  level  since  1978.  This  moderate-sized  farm 
is  projected  see  its  deficiency  payment  reduced  by  76.0 
percent  to  $22,372.  Its  1,788-acre  large  counterpart  is 
taking  no  cut  It  is  expected  to  continue  to  collect  $100,000 
in  1994,  just  as  it  did  in  1990  and  1993. 

*  A  moderate-sized  South  Carolina  com,  soybean  and 
wheat  farm  is  projected  to  receive  a  $40,832  deficiency 
payment  in  1994,  32.6  percent  less  than  its  1990  payment 
In  1993,  this  2,250-acre  farm  received  even  less,  $35,844,  a 
40.9  percent  reduction  from  1990,  reflecting  last  year's 
higher  com  prices.  Its  6,279-acre  large  farm  counterpart  is 
taking  no  cut  It  received  the  maximum  $100,000  payment 
in  1990  and  1993  and  is  projected  to  again  receive  the 
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maxunum  payment  in  1994. 

*  A  769-acTe  Indiana  com,  soybean,  wheat  and  hog 
operation  is  projected  to  receive  $20,978  in  1994,  26.4 
percent  less  than  its  1990  deficiency  payment  In  1993,  this 
moderate-sized  farm  took  a  53.3  percent  payment  cut  and 
received  even  less,  $13,300,  reflecting  higher  1993  com 
prices.  !n  all  three  years,  the  5,760-acre  large  fann 
couDteipait  would  receive  the  full  $100,000  limit  It  is 
taking  no  cut 

*  A  1,600-acTe  North  Dakota  wheat,  barley  and         _ 
sunflower  farm  is  projected  to  receive  $27,866  in  1994,  a 
19.1  percent  cut  relative  to  1990.  This  moderate  size  farm's 
1993  payment  was  virtually  identical  to  the  1990  level.  This 
is  because  barley  prices  fell  from  their  unusually  high  1990 
levels,  resulting  in  an  increased  deficiency  payment  rate  for 
barley  that  offset  the  imposition  of  flex  acres.  The  5,742 
acre  large  farm  counterpart  is  taking  no  cut.  It  received 
$100,000  of  deficiency  payments  in  1990  and  1993,  and  is 
projected  to  receive  the  same  amount  in  1994. 

*  A  moderate-sized  cotton  and  soybean  farm  in 
Mississippi  is  projected  to  receive  $52,201  in  1994,  a  60.4 
percent  increase  firom  the  1990  level,  reflecting  falling 
cotton  prices.  This  same  1,470-acre  farm  received  $78,827   ' 
in  1993.  Its  4,297  acre  large  farm  counterpart  is  seeing 
neither  a  decrease  nor  an  increase  in  its  payments.  It 
received  $100,000  in  both  1990  and  1993,  and  is  projected 
to  receive  the  same  in  1994. 

These  and  additional  data  are  presented  in  Appendix  C 
at  the  end  of  this  report 


SOURCE  OF  INEQUrrmS  IN 
PAYMENT  DISTRIBUTION 

The  regressive  effect  of  payment  cuts  stems  from  the 
interplay  between  the  limitation  on  farm  program  deficiency 
payments  and  the  mechanisms  used  in  recent  budget 
legislation  to  reduce  deflciency  payment  costs.  The  1990 
Budget  Act  used  two  methods  to  reduce  deflciency 
payments.  It  designated  IS  percent  of  farmers'  base  acres  as 
"normal  flex-acres"  and  provided  that  farmers  would 
receive  no  deficiency  payments  on  those  acres,  begiiming  in 
'  1991. 

A  second  cost-cutting  mechanism  in  the  1990  Budget 
Act  provided  that,  begiiming  in  1994,  deflciency  payments 
for  wheat,  feed  grains  and  rice  would  be  calculated 
according  to  the  twelve  month  average  market  price  of  the 


commodity,  rather  than  the  average  market  price  during  the 
five  months  immediately  following  harvest.  That  change  is 
projected  to  result  in  a  narrower  ^read  between  target  prices 
and  market  prices  and  thereby  lower  deflciency  payments. 

While  each  of  these  provisions  has  reduced  or  would 
reduce  payments  to  moderate-sized  farmers,  many  of  the 
nation's  largest  farms  are  tmaffected.  Their  farms  are 
sufficiently  large  to  qualify  for  the  maximum  $100,000 
payment  allowed  by  law,  in  spite  of  the  cuts.  Although  the 
deficiency  payment  limitation  is  nominally  set  at  $50,000, 
large  farmers  are  allowed  to  subdivide  their  farms  into  up  to 
three  legal  entities  to  qualify  for  payments  of  up  to 
$100,000. 

Increases  in  normal  flex -acres  have  been  proposed  to 
offset  other  federal  expenses  including  costs  of  environmen- 
tal incentive  payments  to  farmers,  to  reduce  the  impact  of 
the  loss  of  tariff  revenue  under  GATT,  and  to  meet  future 
deficit  reduction  targets.  Such  increases  in  normal  flex  acres 
would  add  to  the  regressive  impacts  documented  in  this 
report.  Family-size  farms  would  face  additional  cuts,  while 
many  of  the  nation's  largest  farms  would  again  take  no  cut. 


ANALYSIS  BY  COMMODITY 

Com:  Moderate-sized  com  producers  took  an  average 
of  a  54.2  percent  cut  from  the  1990  level  in  their  deflciency 
payments  in  1993  due  to  the  combined  effects  of  the 
imposition  of  flex  acres  and  higher  market  prices.  In  1994, 
support  for  moderate-sized  farms  is  expected  to  be  25.9 
percent  less  than  the  1990  level,  as  market  prices  return  to 
more  normal  levels. 

Rice:  Rice  produceis  have  received  much  higher  levels 
of  deficiency  payments  per  acre  than  producers  of  other 
crops.  For  example,  in  1990,  the  moderate-sized  rice  farms 
in  this  study  received  an  average  of  $200  per  base  acre, 
while  the  moderate-sized  com  farms  received  an  average  of 
only  $52  per  acre  of  com  base.  In  1993,  moderate-sized  rice 
farms  took  an  average  of  only  a  43  percent  cut  in  their 
payments,  because  the  imposition  of  flex  acres  was  offset  by 
a  decrease  in  set-asides  from  20  to  five  percent  (Deficiency 
payments  are  not  made  on  set-aside  acres  so  increasing 
planted  acres  results  in  higher  payments.)  Market  prices  for 
rice  are  expected  to  dramatically  increase  in  1994,  so 
deficiency  payments  are  predicted  to  be  at  their  lowest  level 
since  1978.  Moderate-sized  farms  are  expected  to  take  a  cut 
of  76.0  percent  relative  to  their  1990  deficiency  payments. 


268 


Wheat:  Moderate-sized  fanns  that  produced  wheat 
received  deficiency  payments  in  1993  that  were  26.9  percent 
lower  than  the  1990  level,  and  their  projected  payments  for 
1994  are  39.6  percent  lower  than  in  1990,  partially  because 
deficiency  payment  calcuUtions  are  based  on  a  12-month 
market  price  average  for  the  fust  time.  The  impact  of  the 
imposition  of  flex  acres  on  deficiency  payment  levels  would 
have  been  more  severe  if  the  five  percent  set-asides  of  1990 
were  not  eliminated  in  both  1993  and  1994. 

Sorghum:  Relative  to  their  1990  deficiency  payments 
for  sorghum,  moderate-sized  farms  took  a  cut  of  60.3 
percent  in  1993.  Deficiency  payments  are  expected  to  be 
higher  in  1994  due  to  anticipated  lower  market  prices, 
resulting  in  a  projected  payment  decrease  of  22.4  percent 
relative  to  1990. 

Barity:  In  spite  of  the  imposition  of  flex  acres,  the 
moderate-sized  farms'  deficiency  payments  on  barley 
actually  increased  from  the  1990  level  by  216.4  percent  in 
1993  and  a  projected  145.6  percent  in  1994,  because  of 
unusually  high  market  prices  and  low  deficiency  payments 
in  the  1990  base  year.  However,  aU  of  the  barley  producers 
in  this  study  also  grow  wheat,  and  increases  in  barley 
payments  are  offeet  by  decreases  in  wheat  payments  in  1993 
and  1994. 

Cotton:  The  deficiency  payments  for  cotton  received  by 
moderate-sized  farms  actually  increased  by  142.3  percent  in 

1993  and  are  projected  to  show  a  60.4  percent  increase  in 

1994  over  the  1990  level.  This  increase  is  due  primarily  to 
abnormaUy  high  cotton  prices  and  low  deficiency  payments 
in  the  1990  base  year. 


METHODOLOGY 

The  moderate-sized  grain  farms  used  in  this  analysis 
were  selected  from  the  representative  farms  developed  by 
the  Agricultural  and  Food  Policy  Center  (AFPQ  of  Texas  A 
&  M  University,  as  described  in  the  February  1993  AFPC 
report  "Implications  of  the  1990  Farm  BiU  and  FAPRI  1993 
Baseline  on  Representative  Farms".  Those  farms  are  briefly 
described  in  Appendix  A  of  this  report,  based  on 
information  provided  by  AFPC. 

We  developed  the  large  farms  used  in  this  analysis 
ourselves  by  increasing  the  AFPC  moderate-sized  farms  to 
the  minimum  size  that  would  qualify  for  the  maximum 
$100,000  deficiency  payment  in  each  of  the  three  years, 
1990,  1992  and  1994.  These  large  farms  are  also  described 
in  Appendix  A. 


We  calculated  deficiency  payments  for  each  of  the 
farms  by  using  actual  final  deficiency  payment  rates  and 
Acreage  Reduction  Program  (ARP  or  set-aside)  levels  for 
both  1990  and  1993.  For  1994,  we  used  actual  ARP  rates 
and  deficiency  payment  rates  projected  by  the  Congressional 
Budget  Office. 

Payments  from  the  years  1990.  1993  and  1994  were 
chosen  for  analysis.  The  last  year  prior  to  the  imposition  of 
flex  acres  was  1990.  We  chose  1993  because  it  was  the  last 
year  preceding  the  shift  to  the  use  of  the  12  month  average 
price  in  calculating  deficiency  payments.  Both  of  these  cuts 
will  be  imposed  together  in  1994  for  the  first  time. 

We  assumed  that  farm  operators  receive  all  of  the 
deficiency  payments  on  the  land  they  farm,  and  that  no 
portion  is  paid  to  share-rent  landlords.  Accounting  for  share 
rents  would  not  appreciably  change  the  results  of  this 
analysis,  except  that  it  would  show  somewhat  smaller 
payments  to  moderate-sized  farms  and  the  large  farms  wouk 
have  to  be  slightly  bigger  to  reach  the  $100,000  payment 
level. 

We  also  assumed  that  any  farmers  affected  by  the 
nominal  $50,000  limit  have  reorganized  their  farms  into 
three  or  more  separate  entities,  and  now  are  subjected  to  a 
$100,000  limit.  In  the  data  tables,  any  farms  with  sufficient 
base  acres  and  program  yields  to  collect  more  than  $100,OOC 
are  shown  to  actually  receive  only  $100,000. 

Otu  caveat  is  in  order.  Since  our  analysis  is  based  on 
actual  and  projected  deficiency  payments,  it  refiects  changes 
in  payment  levels  caused  by  shifts  in  market  prices  and 
set-aside  levels  that  are  unrelated  to  the  1990  Budget  Act. 
We  make  no  attempt  to  disaggregate  the  effects  of  the 
Budget  Act  from  these  other  factors.  Clearly,  however,  the 
1990  Budget  Act  is  reducing  payments  to  moderate-sized 
farms  relative  to  what  they  otherwise  would  have  been. 


IMPLICATIONS 

These  findings  demonstraU  the  serious  inequity  of 
using  across-the-board  increases  in  flex  acres  and  shifting 
to  the  use  of  the  12-month  average  market  price  in 
calculating  deficiency  payments,  as  a  means  of  reducing 
farm  program  budget  costs.  Many  large  farms  have  taken 
no  cuts,  white  moderate-sized  farms  have  taken  substantial 
cuts. 

The  analysis  also  indicates  that  these  cost-cutting 
approaches  are  not  consistent  with  the  often-stated  farm 
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program  objective  of  strengthening  the  economic  viability  of 
moderate  scale  commercial  family  fanns.  One  apparent 
effect  of  recent  budget  legislation  has  been  to  weaken  the 
competitive  position  of  moderate-sized  farms  relative  to  the 
large  farms  with  which  they  compete  for  land  and  markets. 

There  are  alternative  means  of  reducing  farm  program 
costs  that  avoid  these  regressive  effects.  One  option  is  to 
eliminate  the  three  entity  rule  that  allows  large  farms  to  be 
subdivided  on  paper  into  up  to  three  legal  entities  to  receive 
double  the  nominal  $50,000  payment  limit  This  approach, 
unlike  those  adopted  to  date,  would  impose  a  share  of  the 
burden  of  farm  program  cost  reduction  on  the  nation's 
largest  farms. 

An  additional  option  for  imposing  a  share  of  the  burden 
on  large  farms  is  to  apply  set-aside  (ARP)  requirements  to 
the  entire  acreages  of  large  farms.  Under  current  law,  they 
are  exempted  from  these  requirements  on  the  portion  of  their 
acreages  on  which  they  do  not  receive  deficiency  payments 
due  to  the  payment  limitation.  This  would  be  particularly 
appropriate  if  increases  in  set-asides  or  tighter  maiugement 


of  stocks-to-use  ratios  are  considered  to  cut  program  costs. 

A  third  option  -'s  to  adopt  a  tiered  approach  to  increases 
in  flex -acres,  so  that  no  flex-acre  increase  would  be  imposed 
on  the  first  units  of  a  farm's  production.  For  example,  the 
first  S  100,000  of  each  farmer's  value  of  program  crop 
production  could  be  exempted  from  future  flex-acre 
increases.  While  this  approach  would  not  in  itself  impose 
cuts  on  the  nation's  largest  farms,  it  would  soften  the  blow 
of  deficit  reduction  on  most  of  the  moderate-sized  farms 
analyzed  and  strengthen  their  competitive  position  in  relation 
to  larger  farms. 

Such  targeted  cuts  would  enhance  family  farm 
opportunities  by  reducing  subsidies  for  large  farms  to  bid 
land  away  from  moderate-sized  and  beginning  farmers. 
Also,  farm  commodity  programs  are  frequently  criticized  for 
providing  over-sized  payments  to  the  nation's  largest  farms. 
In  the  absence  of  steps  to  re-direct  benefits  to  moderate- 
sized  farms,  the  commodity  programs  become  increasingly 
vulnerable  to  total  elimination. 
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Appendix  A 


Characteristics  of  Moderate  Sized  Farms  Developed  by  the  Agricultural  and 
Food  Policy  Center  and  Large  Farm  Counterparts 


Arkansas  Grain:  A  1,125-acre  moderate-sized  fann  has 
a  SOO-acre  rice  base  and  a  12S-acre  wheat  base,  in  additioD 
to  producing  soybeans  on  500  acres  in  Poinsett  County, 
Arkansas.  Its  large  farm  coimterpart  has  a  rice  base  of  2,043 
acres  and  wheat  base  of  S 1 1  acres,  and  an  additional  2,043 
acres  planted  to  soybeans. 


California  Cotton:  A  moderate-sized  California  form 
has  500  acres  of  cotton  base.  Its  large  farm  counterpart  has 
1,68 1  acres  of  cotton  base  and  receives  $100,000  in 
deficiency  payments  in  1990,  1993  and  1994. 


Kansas  moderate-sized  grain  farm  has  a  1,100-acre  wheat 
base  and  75-acre  sorghum  base.  Its  large  farm  countopart 
has  a  wheat  base  of  3^877  acres  and  a  sorghum  base  of  265 
acres. 


Mississippi  Cotton:  A  1,470-acre  Washington  County, 
Mississippi  Delta  moderate-sized  farm  has  840  acres  of 
cotton  base  (630  irrigated  and  210  dryland  acres)  and  560 
acres  (1 12  irrigated  and  448  dryland  acres)  of  soybeans.  Its 
large  farm  counterpart  has  2,582  acres  of  cotton  base  and 
also  produces  soybeans  on  1,715  acres. 


California  Rice:  A  moderate-sized  California  farm  has 
400  acres  of  rice  base.  Its  large  farm  counterpart  has  1,788 
acres  of  rice  base  and  receives  $100,000  in  deficiency 
payments  in  1990,  1993  and  1994. 


Missouri  Grain:  A  1,100-acre  Carroll  County,  northern 
Missouri  moderate-sized  grain  farm  has  a  200-acre  wheat 
base,  300-acre  com  base  and  500  acres  of  soybeans.  Its 
7,992-acre  large  form  counterpart  has  a  1,453-acTe  wheat 
base,  a  2,200-acTe  com  base,  and  3,630  acres  of  soybeans. 


Illinois  Grain  and  Hop  A  moderate-sized  farm  in 
Knox  County,  western  Illinois  has  500  acres  of  com  base, 
350  acres  of  soybeans,  25  acres  of  wheat  base  and  25  acres 
of  hay.  Its  large  farm  counterpart  has  3,57 1  acres  of  com 
base,  2,500  acres  of  soybeans,  179  acres  of  wheat  base  and 
179  acres  of  hay. 


Missouri  Rice:  A  1,500-acre  Butler  County,  southeas- 
tem  Missouri  moderate-sized  rice  form  has  600  acres  of  rice 
base,  200  acres  each  of  com  and  sorghum  base  and  500 
acres  of  soybeans.  Its  4,287-acre  large  farm  counterpart  has 
1,714  acres  of  rice  base,  572  acres  of  com  base,  572  acres 
of  sorghum  base,  and  1,429  acres  of  soybeans. 


Indiana  Grain  and  Hog:  A  moderate-sized  farm  in 
Carroll  County,  northem  Indiana  has  a  480-acTe  com  base 
and  a  20-acTe  wheat  base,  and  soybeans  are  planted  on  an 
additional  269  acres.  Its  5,760-acre  large  form  counterpart 
has  3,600  acres  of  com  base,  160  acres  of  wheat  base,  and 
2,000  acres  of  soybeans. 


Nebraska  Grain:  A  630-acre  Phelps  Cotmty,  south 
central  Nebraska  moderate-sized  irrigated  grain  farm  has  a 
540-acre  com  base  and  60  acres  of  soybeans.  Its  4,209-acre 
large  farm  counterpart  has  a  com  base  of  3,608  acres  and 
400  acres  of  soybeans. 


Iowa  Grain:  A  Webster  County,  northwestem  Iowa 
680-acTe  moderate-sized  farm  grows  soybeans  on  325  acres 
and  com  on  320  base  acres.  Its  8,096-acTe  large  farm 
counterpart  has  a  com  base  of  3,8 10  acres,  and  produces 
soybeans  on  3,870  acres. 


Kansas  Grain:  A  1,175-acre  Sinnno'  County,  southem 


North  Dakota  Grain:  A  1,600-acre  Barnes  County, 
south  central  North  Dakota  moderate-sized  grain  farm  has  a 
800-acre  wheat  base  and  a  400-acre  barley  base,  and  also 
produces  simflowers  on  another  400  acres.  The  5,742-acre 
large  farm  counterpart  has  a  wheat  base  of  2,872  acres  and  a 
barley  base  of  1,435  acres,  and  produces  sunflowers  on 
1,435  acres. 
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South  Carolina  Grain:  A  2^S0-acre  Clarendon  County, 
South  Carolina  moderate-sized  grain  farm  has  750  acres 
each  of  wheat  base,  com  base  and  soybeans.  Its  6,279-acTe 
large  farm  counterpait  has  2,093  acres  each  of  wheat  and 
com  base.  It  also  planted  2,093  acres  of  soybeans. 


Ttxas  Blacklands  Cotton:  A  1,200-acre  Williamson 
County,  Texas  Blacklands  moderate-sized  farm  has  460 
acres  of  cotton  base  and  720  acres  of  sorghum  base.  Its 
3.U4-acre  large  farm  counterpart  has  1,194  acres  of  cotton 
base  and  1,868  acres  of  sorghum  base. 


Texas  Coastal  Bend  Cotton:  A  San  Patricio  County, 
Texas  coastal  bend  moderate-sized  1,700-acre  farm  has  680 
acres  of  cotton  base  and  1,020  acres  of  sorghum  base.  Its 
3,131-acre  large  farm  counterpart  has  1,252  acres  of  cotton 
base  and  1,879  acres  of  sorghum  base. 


Texas  Northern  Plains  Grain:  A  1,600-acre 
moderate-sized  irrigated  grain  farm  in  Moore  County,  of  the 
Texas  northern  high  plains,  has  a  642-acTe  wheat  base,  a 


280-acre  sorghum  base  and  a  470-acre  com  base.  Its 
3,459-acre  large  farm  counterpart  has  a  1,388-acrc  wheat 
base,  a  605-acre  sorghum  base  and  a  1.016-acre  com  base. 


Texas  Rolling  Plains  Cotton  and  Wheat.  A  Texas 
rolling  plains  moderate-sized  farm  has  608  acres  of  cotton 
base  and  390  acres  of  wheat  base.  Its  large  farm  counterpart 
has  3,012  acres  of  cotton  base  and  1,932  acres  of  wheat 
base. 


Texas  Southern  Plains  Cotton:  A  moderate-sized  Texas 
farm  has  911  acres  of  cotton  base.  Its  large  farm  counterpart 
has  5,093  acres  of  cotton  base. 


Washington  Grain:  A  1,276-acre  moderate-sized  grain 
farm  in  Whitman  County  of  southeastern  Washington  has 
565  acres  of  wheat  base,  187  acres  of  barley  base  and  498 
acres  of  dry  peas.  The  4,155-acre  large  farm  counterpart  has 
a  1,840  acre  wheat  base  and  a  608  acre  barley  base,  and  also 
produces  dry  peas  on  1,620  acres. 
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Appendix  B 
GLOSSARY 


The  language  of  farm  commodity  programs  is  filled 
with  Jargon  that  is  not  intelligible  to  the  uninitiated.  To 
help,  we  provide  a  few  definitions  below: 


barley,  oats,  wheat,  rice  and  cotton.  Crops  on  which 
deficiency  payments  are  ofll  made  inchide  soybeans,  alfolfa, 
lye,  buckwheat,  canola,  sunflowers  and  otheis. 


Base  Acres:  Number  of  acres  on  which  a  taitn  program 
participant  is  allowed  to  plant  a  particular  crop.  "Base"  is 
determined  by  historic  production  patterns  and  is  used  in 
calculating  deficiency  payments. 


Normal  Flex  Aerer.  The  share  of  farmers'  base  acres 
which  may  be  planted  and  harvested  to  the  crop  of  their 
choice,  but  on  which  payments  are  not  received.  Normal 
flex  acres  are  currently  set  at  IS  percent 


Deficiency  Payments:  Farm  program  payments  made  to 
farmers  by  USDA  to  compensate  for  low  market  prices, 
generally  based  on  the  difference  between  market  prices  and 
higher  "target  prices"  established  by  law.  Crops  on  which 
deflciency  payments  are  made  include:  com,  sorghum. 


Set-aside  acres:  The  portion  of  base  acres  that  farmers 
who  receive  deficiency  payments  are  required  to  idle  in 
order  to  prevent  over-production,  sometimes  referred  to  as 
ARPs,  which  is  the  acronym  for  Acreage  Reduction 
Program. 
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Appendix  C  Companson  of  actual  deficiBncy  payments  in  1990  and  1993.  and  1994  projected  payments  to  (amis  of 

moderate  sizes  arxJ  those  larae  enough  to  collect  up  to  the  $100,000  limit 

Program 

Rex 

Payment 

Det.  Payment 

Total  Dot. 

Commodity 

Acres 

Yield 

AHP 

Acres 

Rate 

(or  Crop 

Payment 

Arkaneaa  gram  farma 

Modarat»4izcd 

1990 

Whamt 

125 

41 

005 

0 

1.29 

$8,139 

Rice 

500 

92 

0.2 

0 

4.19 

$88,928 

Soytiean* 

500 

n/a 

n/a 

n/a 

n/a 

n/a 

$e2,e«3 

1993 

Wheat 

125 

41 

0 

0.19 

1.03 

$4,487 

Bice  ■ 

■  500 

52 

005 

0.19 

3.98 

$82,784 

Soybeans 

.  500 

n/a 

n/a 

n/a 

n/a 

n/a 

$87,271 

1994 

Wheat 

125 

41 

0 

0.15 

0.85 

$3,703 

Rice 

500 

52 

0 

0.15 

0.94 

$20,774 

Soybeans 

500 

n/a 

n/a 

n/a 

n/a 

n/a 

$24,477 

Large 

1990 

Wheat 

511 

41 

0.09 

0 

1.26 

$25,078 

Rice 

2,043 

92 

02 

0 

4.18 

$353,553 

Soybeans 

2,043 

n/a 

n/a 

n/a 

■.    n/a 

n/a 

$100,000 

1993 

Wheat 

511 

41 

0 

0.15 

1.03 

$18,343 

Rice 

2,043 

52 

0.09 

0.15 

3.98 

$338,255 

Soybeans 

2,043 

■V* 

n/a 

n/a 

n/a 

iVa 

$100,000 

1994 

Wheat 

911 

41 

0 

0.15 

0.85 

$15,137 

Rice 

2,043 

52 

0 

0.15 

0.94 

$84,883 

Soybeans 

2,043 

n/a 

n/a 

n/a 

iVa 

n/a 

$100,000 

Calrfornia  cotton  farms 
Moderate-sized 
1990 
1993 
1994 

Cotton 
Cotton 
Cotton 

500 
500 
500 

1,000 
1.000 
1.000 

0  129 

0.079 

0.11 

0 
015 
0.15 

0.068 
0.186 
0129 

$29,750 
$72,075 
$47,730 

$29,750 
$72,075 
$47,730 

Large 
1990 
1993 
1994 

Conon 
Conon 
Conon 

1.881 
1,681 
1,681 

1.000 
1.000 
1.000 

0.125 

0.075 

0.11 

0 
0.15 
0.15 

0.068 
0.186 
0.129 

$100,020 
$242,316 
$160,468 

$100,000 
$100,000 
$100,000 

uaiifornia  nee  farms 
Moderate-tizad 
1990 
1993 
1994 

Rice 
Rice 
Rice 

400 
400 
400 

70 
70 
70 

0.2 

0.05 

0 

0 
0.19 
0.19 

4.16 
3.98 
094 

$93,184 
$89,192 
$22,372 

$93,184 
$89,152 
$22,372 

Large 
1990 
1993 
1994 

Rice 

Rice 
Rice 

1.788 
1.788 
1.788 

70 
70 
70 

02 

0.09 

0 

0 

0.19 
0.19 

4.16 
3.98 
0.94 

$416,532 
$398,509 
$100,003 

$100,000 
$100,000 
$100,000 

Illinois  grain  farms 

Moderate-sized 

1990 

Wheat 

25 

40 

0.09 

0 

1.26 

$1,197 

Com 

900 

129 

0.1 

0 

0.51 

$28,688 

Soybeans 

390 

n/a 

n/a 

n/a 

n/a 

n/a 

$29,885 

1993 

Wheat 

29 

40 

0 

0.19 

1.03 

$876 

Com 

900 

125 

0.1 

0.19 

0.28 

$13,129 

SoylMans 

390 

n/a 

n/a 

n/a 

n/a 

n/a 

$14,001 

1994 

Wheal 

25 

40 

0 

0.19 

0.89 

$723 

Com 

500 

129 

0 

0.19 

0.4 

$21,290 

Soybeans 

350 

n/a 

n/a 

n/a 

n/a 

n/a 

$21,973 

Large 

1990 

Wheat 

179 

40 

0.09 

0 

1.26 

$8,571 

Com 

3.571 

129 

0.1 

0 

091 

$204,886 

Soybeans 

2.900 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

1993 

Wheat 

179 

40 

0 

019 

1.03 

$6,268 

Com 

S.97I 

129 

01 

0.15 

0.28 

$93,739 

Soybeans 

2.500 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

1994 

Wheat 

179 

40 

0 

0.19 

0.89 

$9,173 

Com 

3.971 

129 

0 

0.19 

0.4 

$191,768 

Soyt>eans 

2.500 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 
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Appendix  C.  Comparison 
moderate  sizes  and  those 


of  actual  deficiency  payments  in  1990  and  1990,  and  1994  projected  payments  to  farms  of 
large  enough  to  collect  up  to  the  $100,000  limit 


Program 

Flex 

Payment 

Def.  Payment 

Total  Def. 

Commodity 

Acres 

Vield 

ARP 

Acres 

Rate 

for  Crop 

Payment 

Indiana  grain  Tarms 

Modarat»4iz*d 

1M0 

WhMt 

20 

40 

005 

0 

1.26 

$»58 

Com 

480 

125 

0.1 

0 

0.51 

$27,540 

Soybaan* 

268 

n/a 

n/a 

n/a 

n/a 

n/a 

$28,488 

19S3 

Whaat 

20 

40 

0 

0.15 

1.03 

*700 

Corn  • 

480 

125 

01 

0.15 

0.28 

$12,800 

Soybaans 

.  280 

n/a 

n/a 

n/a 

n/a 

n/a 

$13,300 

1894 

Whaat 

20 

40 

0 

0.15 

0.85 

$578 

Com 

480 

125 

0 

0.15 

0.4 

$20,400 

Soybaans 

289 

n/a 

n/a 

n/a 

n/a 

n/a 

$20,976 

Larg* 

1M0 

Whaat 

160 

40 

O05 

0 

1  28 

$7,681 

Corn 

3.800 

125 

01 

0 

051 

$208,550 

Soybaans 

2,000 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

1SS3 

Whaat 

180 

40 

0 

0.15 

1.03 

$5,603 

Corn 

3.800 

125 

Ol 

015 

028 

$84,500 

Soybaans 

2.000 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

1994 

Whaat 

180 

40 

0 

0.15 

085 

$4,824 

Com 

3,600 

125 

0 

0.15 

0.4 

$153,000 

Soybaans 

2,000 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

Iowa  grain  farms 

Modarata-sizad 

1980 

Corn 

320 

125 

01 

0 

0.51 

$18,380 

Soybaans 

325 

n/a 

n/a 

n/a 

n/a 

n/a 

$18,360 

1993 

Corn 

320 

125 

01 

0.15 

028 

$8,400 

Soybaans 

325 

n/a 

n/a 

n/a 

n/a 

n/a 

$8,400 

1994 

Com 

320 

125 

0 

0.15 

0.4 

$13,800 

Soyt>aans 

325 

n/a 

n/a 

n/a 

n/a 

n/a 

$13,800 

Larga 

1990 

Com 

3,810 

125 

0.1 

0 

051 

$218,599 

Soybaans 

3,670 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

1993 

Corn 

3,810 

125 

0  1 

0  15 

0.28 

$100,013 

Soybaans 

3,870 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

1994 

Corn 

3,810 

125 

0 

0.15 

0.4 

$161,925 

Soybeans 

3.870 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

Kansas  grain  tarms 

Modarata-slzed 

1990 

Wheat 

1.100 

34 

005 

0 

1.26 

$44,788 

Sorghum 

75 

46 

0  1 

0 

0.56 

$1,739 

$46,507 

1993 

Wheat 

1,100 

34 

0 

0.15 

1.03 

$32,744 

Sorghum 

75 

46 

O05 

0.15 

0.25 

$690 

$33,434 

1994 

Whaat 

1,100 

34 

0 

0.15 

085 

$27,022 

Sorghum 

75 

46 

0 

0.15 

048 

$1,349 

$28,370 

Larga 

1990 

Whaat 

3,877 

34 

0.05 

0 

1.26 

$157,786 

Sorghum 

265 

46 

Ol 

0 

056 

$8,144 

$100,000 

1993 

Whaat 

3,877 

34 

0 

0.15 

1.03 

$115,407 

Sorghum 

285 

46 

005 

0.15 

0.25 

$2,438 

$100,000 

1994 

Wheat 

3,877 

34 

0 

0.15 

085 

$95,239 

Sorghum 

265 

48 

0 

0.15 

0.48 

$4,766 

$100,000 
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Appendix  C.  Comparison 
moderate  sizes  and  those 


of  actual  deficiency  payments  in  1 990  and 
large  enough  to  collect  up  to  the  $100,000 


1 993,  and  1 994  projected  payments  to  farms  of 
limit. 


Program 

Hex- 

Payment 

Det.  Payment 

Total  Def. 

Commodity 

Acres 

Vield 

ARP 

Acres 

Rate 

for  Crop 

Payment 

Mississippi  conon  la/ms 

Moderate-siz»d 

■ 

1890 

Irr.  cotton 

630 

,     693 

0.125 

0 

0.068 

$25,977 

Cotton 

210 

525 

0.125 

0 

0.068 

$6,560 

Soyb««ns 

seo 

n/a 

n/a 

n/a 

n/a 

n/a 

$32,537 

1993 

Irr.  cotton 

630 

693 

0  075 

0.15 

0.186 

$62,934 

Cottoa 

-  210 

525 

0075 

0.15 

0.186 

$15,893 

Soybeans 

.  560 

n/a 

n/a 

n/a 

n/a 

n/a 

$78,827 

1994 

Irr.  cottorv 

630 

693 

0.11 

0.15 

0.129 

$41,677 

Cotton 

210 

525 

on 

0.15 

0.129 

$10,524 

Soybeans 

360 

n/a 

n/a 

n/a 

fVa 

n/» 

$52,201 

Large 

1990 

Irr.  cotton 

1,937 

693 

0  125 

0 

0.068 

$79,869 

Cotton 

64S 

525 

0.125 

0 

0.068 

$20,148 

Soybeans 

1.71S 

n/a 

n/a 

n/a 

.     n/a 

n/a 

$100,000 

1993 

Irr.  cotton 

1,937 

693 

0.075 

0.15 

.  0.188 

$193,498 

Cotton 

645 

525 

0.075 

0.15 

0.186 

$48,813 

Soybeans 

1,715 

rv/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

1994 

Irr.  cotton 

1,937 

693 

0.11 

0.15 

0.129 

$128,140 

Cotton 

645 

525 

0.11 

0.15 

0.129 

S32,32S 

SoytMarv 

1,715 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

Missoun  grain  Tarms 

Moderata-sized 

1990 

Wh«t 

200 

43 

OOS 

0 

126 

$10,294 

Com 

300 

99 

0.1 

0 

0.51 

$13,632 

Soybaani 

500 

<Va 

n/a 

n/a 

n/a 

n/a 

$23,926 

1993 

W^aat 

200 

43 

0 

0.15 

1.03 

$7,529 

Com 

300 

99 

0.1 

0.15 

028 

$6,237 

Soybaana 

500 

n/a 

n/a 

n/a 

n/a 

n/a 

$13,766 

1994 

Whaat 

200 

43 

0 

0.15 

0.8S 

$6,214 

Com 

300 

99 

0 

0.15 

0.4 

$10,096 

Soyiiaan* 

500 

n/a 

n/a 

n/a 

n/a 

n/a 

$16,312 

Larga 

1990 

Whaat 

1,453 

43 

005 

0 

1.26 

$74,787 

Com 

2,200 

99 

0.1 

0 

0.51 

$99,970 

Soyt>«an« 

3,630 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

1993 

WhMt 

1.453 

43 

0 

0.15 

1.03 

$54,700 

Com 

2,200 

99 

0.1 

0.15 

0.28 

$45,738 

Soybean* 

3,630 

n/a 

n/a 

n/« 

n/a 

n/a 

$100,000 

t994 

Wtwat 

1,453 

43 

0 

0.15 

0.»5 

$45,141 

Com 

2.200 

99 

0 

0.15 

0.4 

$74,052 

Soybean* 

3,630 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

10 
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Appendix  C.  Comparison 
moderate  sizes  and  those 


of  actual  deficierK:y  payments  in  1 990  and 
large  enough  to  collect  up  to  the  $100,000 


1 993,  and  1 994  projected  payments  to  (arms  o( 
limit 


Program 

Flex 

Payment 

Def  Payment 

Total  Def. 

Commodity 

Acres 

Yield 

ARP 

Acres 

Rate 

for  Crop 

Payment 

Missouri  nee  larmt 

lt1odwat»«iz*d 

• 

1M0 

RIe* 

600 

4a 

0.2 

0 

416 

(99,846 

Com 

200 

98 

0.1 

0 

0.91 

S8,99e 

Sorghum 

200 

68 

0.1 

0 

0.96 

$6,854 

Soyboans 

900 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

IMS 

Ric* 

600 

46 

0.05 

0.15 

3.98 

.191, 6M 

Com 

.200 

96 

0.1 

0.15 

0.28 

»4,11S 

Sorghum 

200 

68 

0.09 

0.19 

0.25 

S2,720 

SoybMns 

SOO 

n/a 

n/a 

n/a 

n/a 

n/a 

$98,535 

1894 

Ric* 

eoo 

48 

0 

0.15 

0.94 

»2S,011 

Com 

200 

96 

0 

015 

0.4 

*e,ee4 

Sorghum 

200 

66 

0 

0.15 

0.46 

S9,S18 

Soyt>*an> 

500 

n/a 

n/a 

n/a 

n/a 

n/a 

$34.M3 

Larg* 

19S0 

Rica 

1.714 

48 

0.2 

0 

4.16 

$273,801 

Corn 

972 

98 

0.1 

0 

0.91 

$29,730 

Sorghum 

972 

66 

0.1 

0 

056 

$19,604 

Soybean* 

1.429 

rVa 

n/a 

n/a 

n/a 

n/a 

$100,000 

IMS 

Rica 

1,714 

46 

0.05 

0.15 

398 

$261,994 

Com 

S72 

96 

0.1 

0.15 

0.28 

$11,772 

Sorghum 

972 

68 

0.05 

015 

0.29 

$7,779 

• 

Soybeans 

1,429 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

1M4 

Rica 

1,714 

48 

0 

0.15 

0.94 

$65,735 

Com 

972 

98 

0 

0.15 

0.4 

$19,059 

Sorghum 

972 

68 

0 

0.15 

0.46 

$15,208 

Soybaans 

1,429 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

iNJaDrasxa  grain  farms 

Modarat»elzad 

1M0 

Corn 

940 

132 

01 

0 

051 

$32,718 

Soyt>aarM 

60 

n/a 

n/a 

n/a 

n/a 

n/a 

$32,716 

1M3 

Com 

940 

132 

0.1 

ai9 

0.28 

$14,968 

Soybaans 

60 

n/a 

n/a 

n/a 

n/a 

n/a 

$14,968 

1994 

Com 

540 

132 

0 

0.19 

04 

$24,239 

Soybaana 

60 

n/a 

n/a 

n/a 

n/a 

n/a 

$24,239 

Laiga 

1M0 

Com 

3,606 

132 

01 

0 

0.91 

$218,602 

Soybaans 

400 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

IMS 

Com 

3,608 

132 

0.1 

0.19 

0.26 

$100,014 

Soybaans 

400 

n/a 

n/a 

n/a 

iVa 

n/a 

$100,000 

1994 

Com 

3,608 

132 

0 

0.19 

0.4 

$161,927 

Soybaans 

400 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

Norm  uaxota  grain  farms 

Modarata-stzad 

1M0 

Whaat 

800 

32 

0.05 

0 

1.26 

$30,643 

Barlay 

400 

53 

0.1 

0 

0.2 

$3,816 

Sunflowars 

400 

n/a 

n/a 

n/a 

n/a 

n/a 

$34,499 

1M3 

Whaat 

800 

32 

0 

015 

1.03 

$22,413 

Bariay 

400 

53 

0 

0.19 

0.67 

$12,073 

Sunflowars 

400 

n/a 

n/a 

n/a 

n/a 

n/a 

$34,466 

1994 

Whaat 

800 

32 

0 

0.15 

0.69 

$18,496 

Barlay 

400 

53 

0 

0.15 

0.92 

$9,370 

Sunflowars 

400 

n/a 

n/a 

n/a 

n/a 

n/a 

$27,666 

LArga 

1990 

Whaat 

2,672 

32 

0.05 

0 

1.26 

$110,008 

Bariay 

1,435 

53 

Ol 

0 

0.2 

$13,690 

Sunflowars 

1,435 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

IMS 

Whaat 

2,672 

32 

0 

019 

1.03 

$80,462 

Barlay 

1,439 

53 

0 

0.19 

067 

$43,313 

Sunflowars 

1,435 

n/a 

n/B 

n/a 

n/a 

n/a 

$100,000 

1994 

Whaat 

2,872 

32 

0 

0.19 

0.89 

$66,401 

Barlay 

1,435 

93 

0 

0.19 

0.92 

$33,616 

Sunflowars 

1435 

n/a 

n/« 

tVa 

n/a 

rVa 

$100,000 

11 
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Appendix  C.  Comparison 
moderate  sizes  and  those 


of  actual  deficiency  payments  in  1 990  and 
large  enough  to  collect  up  to  the  $100,000 


1993,  and  1994  projected  payments  to  farms  of 
limit. 


Program 

Flex 

Payment 

Def.  Payment 

Totai  Def. 

Commodity 

Acres 

Yield 

ARP 

Acres 

Rate 

for  Crop 

Payment 

Souiri  Carolina  grain  tarms 

Moderate-sized 

1990 

Wheal 

750 

33 

005 

0 

1.29 

129,828 

Com 

750 

90 

01 

0 

0.51 

»30,963 

Soybearu 

750 

n/a 

n/a 

n/a 

n/a 

n/a 

$80,809 

1993 

Wheat 

750 

33 

0 

015 

1  03 

*2i.eas 

Com 

750 

90 

0.1 

0.15 

0.28 

$14,175 

Soybeans 

.750 

n/a 

n/a 

n/a 

n/« 

n/a 

$35,844 

1994 

Wheal 

750 

33 

0 

0.15 

0.S5 

t1 7,882 

Corn 

750 

90 

0 

0.15 

0.4 

122,950 

Soybeans 

750 

n/a 

n/a 

n/a 

n/a 

n/a 

$40,832 

Large 

1990 

Wheal 

2,093 

33 

O05 

0 

1.28 

$82,878 

Corn 

2.093 

90 

01 

0 

0.51 

$88,482 

Soybeans 

2.093 

iVa 

n/a 

n/a 

n/a 

n/a 

$100,000 

1993 

Wheat 

2,093 

33 

0 

0.1S 

•1.03 

$60,470 

Com 

2.093 

90 

0.1 

0.15 

0.28 

$39,558 

Soybeans 

2,093 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

1994 

Wheal 

2,093 

33 

0 

0.15 

085 

$49,902 

Com 

2.093 

90 

0 

0.15 

0.4 

$64,048 

Soybeans 

2,093 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

Texas  blacklands  larms 

Moderale-sizod 

1990 

Cotton 

460 

467 

0  125 

0 

0.068 

$12,762 

Sorghum 

720 

71 

0.1 

0 

0.58 

$25,784 

$38,548 

1993 

Cotton 

460 

467 

0075 

0.15 

0.188 

$30,966 

Sorghum 

720 

71 

0.05 

0.15 

0.25 

$10,224 

$41,190 

1994 

Cotton 

460 

467 

0.11 

0.15 

0.129 

$20,507 

Sorghum 

720 

71 

0 

0.15 

0.48 

$19,988 

$40,495 

Large 

1990 

Cotton 

1,194 

467 

0.125 

0 

0.068 

$33,177 

Sorghum 

1,868 

71 

0.1 

0 

056 

$66,645 

$100,000 

1993 

Cotton 

1.194 

487 

0075 

0.15 

0.186 

$80,378 

Sorghum 

1,868 

71 

005 

015 

0.25 

$26,526 

$100,000 

1994 

Cotton 

1,194 

487 

0.11 

0.15 

0.129 

$53,228 

Sorghum 

1,868 

71 

0 

015 

046 

$51,858 

$100,000 

lexas  coastal  bend  farms 

Moderate-sized 

1990 

Cotton 

680 

529 

0125 

0 

0.068 

$21,403 

Sorghum 

1,020 

64 

0.1 

0 

0.56 

$32,901 

$54,304 

1S93 

Cotton 

680 

529 

0.075 

0.15 

0.186 

$51,654 

Sorghum 

1,020 

64 

005 

0.15 

0.25 

$13,056 

$64,910 

1994 

Cotton 

680 

529 

0.11 

0.15 

0.129 

$34,339 

Sorghum 

1.020 

64 

0 

0.15 

0.48 

$25,524 

$59,663 

Large 

1990 

Cotton 

1,252 

529 

0.125 

0 

0068 

$39,407 

Sorghum 

1,879 

64 

0.1 

0 

0.56 

$60,609 

$100,000 

1993 

Cotton 

1.252 

529 

0075 

0.15 

0.186 

$95,472 

Sorghum 

1,879 

64 

0.05 

0.15 

0.25 

$24,051 

$100,000 

1994 

•~:;1on 

1,252 

529 

0.11 

0.15 

0  129 

$63,224 

Sorghum 

1,879 

64 

0 

0.15 

0.46 

$47,020 

$100,000 

12 
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of  actual  defjaency  payments  in  1 990  and  1 993,  and  1 994  protected  payments  to  farms  of 
large  enough  to  collect  up  to  the  $1 00,000  limit. 


Program 

Flex 

Payment 

Def  Payment 

Total  Def. 

Commodity 

Acres 

Yield 

ARP 

Acres 

Rate 

for  Crop 

Payment 

I  exas  northern  plains  farms 

Mod«rat*-sJz«d 

1990 

Wheat 

642 

90 

0.05 

0 

1.26 

»38.424 

Sorghum 

280 

104 

0.1 

0 

0.56 

$14,676 

Corn 

470 

12S 

0  1 

0 

0.51 

$26,966 

$80,066 

1993 

Wheat 

042 

SO 

0 

0.15 

1.03 

$28,104 

Sorghum 

280 

104 

0.05 

0.15 

0.25 

$5,824 

Corn 

470 

125 

0.1 

0.15 

0.28 

$12,338 

$46,265 

1994 

Wheat 

842 

50 

0 

0.15 

0.85 

$23,182 

Sorghum 

280 

104 

0 

0.15 

0.46 

$11,386 

Corn 

470 

125 

0 

0.15 

04 

$19,975 

$54,553 

Large 

1990 

Wheat 

1.388 

50 

005 

0 

1.28 

$83,072 

Sorghum 

60S 

104 

0.1 

0 

0.58 

$31,712 

Com 

1,016 

12S 

0.1 

0 

051 

$58,293 

$100,000 

1993 

Wheat 

1,388 

50 

0 

0.15 

1.03 

$60,760 

Sorghum 

605 

104 

0.05 

015 

0.25 

$12,584 

Com 

1.018 

125 

0.1 

0.15 

0.28 

$28,870 

$100,000 

1994 

Wheat 

1,388 

50 

0 

0.15 

0.85 

$50,142 

Sorghum 

603 

104 

0 

0.15 

0.46 

$24,802 

Com 

1.016 

125 

0 

0.15 

0.4 

$43,180 

$100,000 

Texas  rolling  plain*  farms 

Moderate-sized 

1990 

Cotton 

608 

300 

0  125 

0 

0068 

$10,853 

Wheat 

390 

20 

0  05 

0 

1.28 

$9,337 

$20,189 

1993 

Cotton 

608 

300 

0  075 

015 

0.186 

$26,293 

Wheat 

390 

20 

0 

0.15 

1.03 

$6,829 

$33,122 

1994 

Cotton 

608 

300 

Oil 

015 

0.129 

$17,412 

Wheat 

390 

20 

0 

015 

0.85 

$5,636 

$23,047 

Large 

1990 

'       Cotton 

3,012 

300 

0  125 

3 

0.088 

$53,764 

Wheat 

1,932 

20 

005 

0 

1.26 

$46,252 

$100,000 

1993 

Cotton 

3,012 

300 

0075 

0.15 

0166 

$130,254 

Wheat 

1,932 

20 

0 

0.15 

1.03 

$33,829 

$100,000 

1994 

Cotton 

3,012 

300 

Oil 

0.15 

0.129 

$86,258 

Wheat 

1.932 

20 

0 

0.15 

0.85 

$27,917 

$100,000 

1  exas  southern  plains  tarms 

Moderate-sized 

1990 

Cotton 

911 

330 

0.125 

0 

0.068 

$17,687 

$17,887 

1993 

Cotton 

911 

330 

0075 

0.15 

0.188 

$43,338 

$43,336 

1994 

Cotton 

911 

330 

Oil 

0.15 

0.129 

$28,688 

$28,898 

Large 

1990 

Cotton 

5.093 

330 

0  125 

0 

0.068 

$100,001 

$100,000 

1993 

Cotton 

5,093 

330 

0.075 

015 

0.186 

$242,271 

$100,000 

I9S4 

Cotton 

5,093 

330 

0.11 

0.15 

0.129 

$160,439 

$100,000 

13 
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Appendix  C.  Comparison  of  actual  deficiency  payments  In  1990  and 
moderate  sizes  and  those  large  enough  to  collect  up  to  the  $100,000 


1993,  and  1994  projected  payments 
limit 


to  farms  of 


Program 

Flex 

Payment 

Def.  Payment 

Total  Def. 

Commodity 

Acres 

Yield 

ARP 

Acres 

Rate 

for  Crop 

Payment 

Washington  gr«in  la/tni 

Mod6fat*-«iz«d 

1990 

WhMt 

S85 

83 

0.09 

0 

1.28 

$43,980 

But*y 

187 

91 

0.1 

0 

0.2 

$1,717 

Pmu 

498 

n/a 

n/a 

n/a 

■  n/a 

n/a 

$49,877 

1993 

Wlwat 

9SS 

83 

0 

0.15 

1.03 

$32,153 

Barlsy. 

■  187 

St 

0 

0.15 

0.87 

$3,431 

Peas 

.498 

n/a 

n/a 

n/a 

n/a 

n/a 

$37,964 

1994 

WhMt 

sss 

83 

0 

0.15 

0.85 

$26,934 

Bvtay 

187 

51 

0 

0.15 

0.52 

$4,219 

Pm« 

498 

n/a 

n/a 

n/a 

n/a 

n/a 

$30,749 

La/ge 

19S0 

WhMt 

1,840 

S5 

0.09 

0 

1.26 

$143,161 

Bartay 

808 

31 

0  1 

0 

0.2 

$9,981 

Paaa 

1.620 

tV« 

n/a 

n/a 

.    n/« 

n/a 

$100,000 

1993 

WhMt 

1.840 

89 

0 

0.15 

1.03 

$104,710 

Bariay 

808 

51 

0 

0.19 

067 

$17,899 

Paas 

1.820 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

1994 

WhMt 

1.840 

65 

0 

0.15 

0.85 

$88,411 

Bartey 

808 

91 

0 

0.19 

0.52 

$13,706 

Paas 

1,820 

n/a 

n/a 

n/a 

n/a 

n/a 

$100,000 

14 
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Appendix  D.  Actual  1990  and  1993  Acreage  Reduction  Program  (ARP  or  set-aside),  flex 
acre,  target  price  and  deficiency  payment  levels,  and  1 994  projections. 


Commodity 

Year 

ARP  (%) 

Flex  Acres  (%) 

De(.  payment 

Target  price 

WhMl  (bu) 

<9S0 
1M3 
tM4 

5 

0 
0 

0 
IS 
15 

IZB 
1.03 
0.85 

400 

4  00 
400 

Com  (bu) 

1990 
1993 
1994 

10 
10 
0 

0 
15 
15 

0.51 
028 
040 

575 
2  75 
275 

GraJn  aorohum  (bu) 

1990 
1993 
1994 

10 
5 

0 

0 
15 
15 

OSS 
0.25 
0.48 

S.81 
261 
2.61 

Barley  (bu) 

1090 
1993 
1994 

10 
0 
0 

0 
15 
15 

O.ZO 
0.87 
0.52 

2.36 
2.38 
2.38 

Oab  (bu) 

IBfiO 
1993 
1994 

5 

0 
0 

0 
15 
15 

0.32 
0.11 
0.00 

145 
1  45 
1.45 

Ric*  (lb) 

1990 
1993 
1994 

20 

s 

0 

0 
15 
15 

0.D41S 
0.0398 
0  0094 

01071 
0.1071 
0.1071 

Upland  eoHon  (lb) 

1990 
1993 
1994 

125 

7.5 
11 

0 
15 
15 

00679 
0  1860 
0  1290 

0.7290 
072S0 
07290 

IS 
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STATEMENT  BY  WAYNE  A.  BOUTWELL 

PRESIDENT 

NATIONAL  COUNCIL  OF  FARMER  COOPERATIVES 

BEFORE  THE 

HOUSE  COMMITTEE  ON  AGRICULTURE 

SUBCOMMITTEE  ON  GENERAL  FARM  COMMODITIES 

WASHINGTON,  D.C. 

THURSDAY,  JULY  14,  1994 

INTRODUCTION 

Thank  you,  Mr.  Chairman.  My  name  is  Wayne  Boutwell  and  I  serve  as 
President  of  the  National  Council  of  Farmer  Cooperatives  (NCFC)  on 
whose  behalf  I  appear  today. 

NCFC  is  a  nationwide  association  representing  over  4,000  local  and 
regional  farmer-owned  marketing,  supply  and  credit  cooperatives 
with  a  combined  membership  of  nearly  2  million  individual  farmers, 
as  well  as  31  separate  state  councils. 

Mr.  Chairman,  we  believe  this  hearing  represents  an  important 
beginning  in  terms  of  trying  to  determine  the  future  direction  of 
our  nation's  food  and  agricultural  policy  as  we  look  ahead  to  the 
1995  Farm  Bill.  Accordingly,  we  appreciate  very  much  this 
opportunity  to  share  our  views  regarding: 

(1)  The  major  factors  which  will  likely  influence  debate  on 
the  1995  Farm  Bill; 

(2)  The  challenges  facing  U.S.  agriculture  and  cooperatives; 
and 

(3)  What  should  be  the  role  of  the  U.S.  government  in  terms 
of  policies  and  programs  necessary  to  meet  such 
challenges. 

FRAMEWORK  FOR  DEBATE  ON  THE  1995  FARM  BILL 

The  framework  for  debate  on  the  1995  Farm  Bill  will,  as  usual,  be 
influenced  by  a  wide  range  of  economic,  social  and  political 
factors,  including: 

Economic  Conditions; 

The  economic  environment  in  1995  is  expected  to  be  substantially 
better  than  in  1990  when  the  last  Farm  Bill  was  written.  U.S. 
economic  growth  will  be  stronger.  Interest  rates,  unemployment 
rates  and  the  general  level  of  inflation  will  be  lower.  For 
agriculture,  economic  conditions  in  terms  of  income,  prices  and 
debt/asset  ratios  will  be  significantly  improved. 
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Current  forecasts  also  point  to  excellent  crop  prospects  for 
1994/95.  While  this  can  be  expected  to  benefit  a  broad  spectrum  of 
agriculture,  it  could  also  lead  to  some  downward  pressure  on  farm 
prices.  In  addition,  some  sectors  and  regions  may  continue  to 
experience  some  stress  as  they  seek  to  recover  from  adverse  weather 
problems  related  to  earlier  and  more  recent  floods,  as  well  as 
drought . 

Budgetary  Constraints; 

While  efforts  to  reduce  the  federal  budget  deficit  have  been 
enhanced  by  the  improved  economic  climate,  in  combination  with  past 
budget  agreements,  there  is  increasing  pressure  for  further  action. 
Although  agriculture-related  spending  has  already  been  reduced 
substantially  in  recent  years,  it  remains  a  potential  target  for 
further  cuts  under  various  proposals  now  pending  before  Congress. 
Even  beyond  this,  however,  current  budget  rules  relating  to 
discretionary  and  mandatory  spending  will  continue  to  have  an 
effect  on  the  availability  of  funding  for  existing  agriculture- 
related  programs  as  well  as  any  new  initiatives. 

Global  Developments: 

Prospects  for  economic  conditions  outside  the  U.S.  are  improving 
steadily  as  economic  recoveries  seem  to  be  taking  hold  in  Europe 
and  Japan.  U.S.  agriculture  is  increasingly  a  part  of  a  global 
economy.  Recent  trade  agreements,  such  as  NAFTA,  and  now  GATT,  to 
the  extent  it  is  approved  and  implemented,  will  further  influence 
the  global  marketplace.  Clearly,  U.S.  agriculture  will  continue  to 
be  faced  with  increasing  competition  in  both  the  domestic  and 
international  marketplace  as  other  countries  seek  to  maintain  and 
expand  their  share  of  the  world  market. 

Environmental.  Conservation  and  Food  Safety  Objectives; 

The  scope  of  concerns  in  the  area  of  environment,  conservation  and 
food  safety  have  greatly  expanded  as  our  measurement  technology  has 
become  increasing  sophisticated.  Unfortunately,  our  ability  to 
assess  the  alternative  trade-offs  in  many  of  these  areas  lacks  the 
same  degree  of  sophistication.  The  result  has  been  a  continuing 
debate  that  will  likely  carry  over  into  the  1995  Farm  Bill.  The 
challenge  will  be  how  to  address  such  concerns,  while  maintaining 
the  ability  of  U.S.  agriculture  to  remain  viable  and  competitive  in 
an  increasingly  global  economy. 

Structural  Changes  in  Rural  America: 

U.S.  agriculture  has  undergone  significant  structural  changes  in 
recent  years  and  the  impact  on  rural  America  has  been  substantial. 
Changes  continue  to  take  place  and  this  will  likely  also  be 
reflected  in  the  debate  on  the  1995  Farm  Bill. 
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CHALLENGES  FACING  U.S.  AGRICULTURE 

Given  this  framework  for  debate  on  the  1995  Farm  Bill,  we  see  three 
major  areas  of  concern  or  challenges  which  should  be  addressed  if 
U.S.  agriculture  is  to  remain  viable  and  competitive  long  term. 
These  are: 

Cost  Efficiency;  For  an  industry  to  be  competitive  it  must  be 
cost  efficient.  Current  restructuring  efforts  will  continue  as 
farmers  and  related  businesses  seek  new  ways  to  retool  or 
reengineer  to  reduce  cost  and  achieve  greater  productivity.  This 
will  require  additional  capital  which  is  often  difficult  to  attract 
in  rural  America.  How  to  attract  and  provide  the  necessary 
investment  capital  to  facilitate  such  efforts  will  be  a  major 
challenge. 

Another  related  challenge  confronting  U.S.  agriculture  in  its 
efforts  to  become  more  cost  effective  is  reflected  in  increasing 
regulations  concerning  soil  and  water  conservation  as  well  as  food 
safety.  Required  changes  in  farming  practices,  as  well  as  idling 
resources,  all  lead  to  higher  costs  in  production.  To  the  extent 
that  other  farmers  around  the  world  are  not  faced  with  similar 
requirements,  U.S.  agriculture  is  placed  at  a  further  competitive 
disadvantage. 

This  does  not  mean  that  we  should  not  take  such  action  as 
necessary  to  protect  the  environment  and  to  ensure  the  safety  of 
our  food,  but  it  does  mean  we  need  to  look  for  ways  to  do  so  that 
minimize  cost  and  allow  U.S.  agriculture  to  remain  viable  and 
competitive. 

This  leads  to  another  challenge  which  needs  to  be  recognized 
and  addressed  and  that  is  the  increasing  opposition  to  the 
development  and  use  of  existing  as  well  as  new  technologies,  such 
as  in  plant  and  animal  genetics.  Developments  in  these  areas  offer 
promised  benefits  in  terms  of  helping  meet  environmental  and  other 
related  concerns  and  should  be  encouraged. 

Market  Expansion:  If  U.S.  agriculture  is  going  to  continue  to 
be  a  growth  industry,  it  must  not  only  be  able  to  compete,  it  must 
have  access  to  foreign  markets.  Given  the  realities  of  the  global 
marketplace  and  nature  of  foreign  competition,  there  remains  an 
essential  role  for  the  U.S.  government.  The  challenge  will  be  to 
ensure  that  U.S.  policies  and  programs  are  equally  competitive  with 
those  of  other  countries  in  the  face  of  continued  pressure  to 
reduce  federal  spending. 

The  need  to  help  U.S.  agriculture  maintain  and  expand  existing 
markets,  as  well  as  to  develop  new  markets  for  both  existing  and 
new  products,  becomes  even  more  important  in  the  face  of  such 
budget  pressures.  Increasing  demand  for  U.S.  agriculture,  for 
example,  would  help  offset  any  reduction  in  tradition  income  and 
price-support  programs,  due  to  continued  budget  pressures. 
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Risk  Management :  Until  agriculture  can  be  brought  into  a 
greenhouse,  farmers  will  face  production  uncertainty.  For  the 
industry,  all  the  way  from  producers  to  consumers,  this  means 
instability.  The  basic  objective  of  our  farm  programs  has  been  to 
assure  consumers  a  dependable  supply  of  high  quality,  safe,  food 
and  fiber  at  reasonable  prices.  In  doing  so,  the  focus  has  been  on 
trying  to  minimize  the  risks  associated  with  production  agriculture 
by  protecting  farmers  against  weather-related  disasters,  providing 
for  orderly  marketing,  and  ensuring  some  minimum  level  of  price 
protection  in  order  to  help  achieve  a  reasonable  return  on  their 
productivity  and  investment.  The  challenge  of  course  will  be  how 
to  continue  to  do  so  in  the  face  of  continued  budget  pressures. 

RECOMMENDATIONS 

To  meet  these  challenges,  we  believe  the  1995  Farm  Bill  should 
focus  on  the  following: 

Cost  Efficiencv; 

1.  There  should  be  renewed  emphasis  in  terms  of  support 
for  agriculture  research.   Attention  needs  to  be  given 
to  research  that  is  designed  to  meet  the  dual  goals  of 
maintaining  growth  in  productivity  and  in  meeting 
environmental  (including  soil  and  water  quality)  and 
food  safety  concerns. 

2 .  There  should  be  an  expanded  role  for  the  Farm  Credit 
System  to  ensure  that  the  credit  needs  of  farmers, 
cooperatives  and  other  eligible  borrowers  continue  to 
be  met,  and  to  provide  the  necessary  capital  to 
strengthen  and  improve  rural  infrastructure. 

3.  The  Conservation  Reserve  Program  (CRP)  needs  to  be 
redesigned  to  not  only  assist  in  taking  fragile  land 
out  of  production,  but  in  providing  financial  assistance 
to  farmers  in  meeting  soil  and  water  regulations. 

Market  Expansion: 

1.   The  full  range  of  market  development,  promotion  and  other 
export-related  programs  and  authorities  should  continue 
to  be  fully  funded  and  aggressively  utilized.   This  is 
even  more  critical  to  the  extent  that  GATT  is  approved. 
History  has  shown,  for  example,  that  our  foreign 
competitors  can  be  expected  to  maintain  every  available 
weapon  allowed  to  maintain  and  expand  their  share  of  the 
world  market.   Without  a  similar  commitment  on  the  part 
of  the  U.S.  government,  U.S.  agriculture  will  be  at  a 
substantial  disadvantage. 
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2.  Both  domestic  and  international  food  assistance  programs, 
including  such  programs  as  TEFAP  and  P.L.  480,  should 
continue  to  be  adequately  funded  to  help  maintain  and 
expand  demand  for  U.S.  agricultural  commodities  and 
related  products,  as  well  as  to  meet  food  and  fiber 
needs  of  consumers  at  home  and  abroad. 

3.  Support  should  also  be  maintained  and  strengthened 
for  research  relating  to  the  development  of  new  and 
alternative  products  and  uses  from  agricultural 
commodities  as  a  means  of  further  expanding  demand. 

Risk  Management: 

1.  In  addition  to  current  efforts  to  revise  and  improve 
the  existing  Federal  Crop  Insurance  and  Disaster 
Assistance  Programs,  there  should  continue  to  be  a 
focus  on  other  options  to  minimize  risks,  provide 
greater  flexibility,  ensure  orderly  marketing,  and 
meet  foreign  competition. 

2.  Such  alternatives  should  include  fully  utilizing 
marketing  loans,  as  well  as  the  development  of 
some  form  of  revenue  insurance  to  better  provide 
income  support  for  producers. 

CONCLUSION 

Mr.  Chairman,  we  believe  there  continues  to  be  a  role  for  the 
federal  government  in  terms  of  meeting  our  national  food  and 
agricultural  policy  objectives.  With  these  recommendations,  we 
believe  these  objective  can  continue  to  be  met  and  that  U.S. 
agriculture  will  remain  a  viable  and  competitive  industry  for  the 
long  term. 
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TESTIMONY  OF  KATHERINE  OZER,  NATIONAL  FAMILY  FARM  COALITION 
BEFORE  THE  BOOSE  AGRICULTURE  COMMITTEE 
SUBCOMMITTEE  ON  COMMODITIES 
THURSDAY  JULY  14,  1994 

Mr.  Chairman,  I  am  pleased  to  testify  before  the  House 
Agriculture  Committee,  Subcommittee  on  (Seneral  Commodities. 
My  name  is  Katherine  Ozer  and  I  am  the  Director  of  the  National 
Family  Farm  Coalition  (NFFC) ,  an  organization  comprised  of  40 
family  farm  and  rural  advocacy  organizations  in  30  states. 

Farm  policy  promoted  since  the  early  1980 's  by  USDA  and 
corporate  agri-business  has  created  rec«rd  profits  for  the  food 
processing  and  export  industry  while  family  farmers,  consumers, 
the  environment  and  taxpayers  continue  to  lose  both  ground  and 
money.   While  many  claim  that  the  "farm  crisis"  is  over,  the 
reality  is  far  different.   Farm  auctions  and  sales  are 
escalating,  rural  unemployment  levels  remain  at  record  highs  and 
lower  farm  income  is  the  direct  result  of  ouf  export  driven  farm 
policy.   On  June  29th  at  the  first  hearing  in  this  series  on  the 
Economic  OutlooJc,  Keith  Collins,  Acting  Assistant  Secretary  for 
Economics  at  USDA  presented  testimony  that  there  has  been  more 
than  a  50%  increase  (3.9%  to  6.3%)  in  the  percentage  of 
commercial  farmers  on  the  brink  of  ban)cruptcy  or  foreclosure  in 
just  one  year  -  from  January  1993  to  January  1994.   This 
translates  into  40,000  farms  suffering  from  a  dramatic  drop  in 
farm  income. 

These  statistics  begin  to  reflect  the  hardship  confronting 
family  farmers  and  their  rural  communities.   Despite  last  year's 
Midwestern  floods  and  Southeastern  drought  which  increased 
production  costs  and  reduced  yields,  farmers  still  faced  very  low. 
corn  and  wheat  prices,  dairy  prices  below  the  cost  of  production, 
and  increasing  ban)cruptcies  and  farm  foreclosures.   This  year's 
floods  in  the  Southeast  may  now  put  many  family  farmers  and  their 
communities  in  further  jeopardy. 

The  1995  Farm  Bill  must  reflect  a  significant  change  in 
current  policy  to  stem  the  continual  loss  of  family  farmers  in 
our  rural  communities.   We  need  farm  programs  that  make  sense  to 
farmers,  taxpayers,  the  environment  and  consumers.  In  preparation 
for  the  1990  Farm  Bill  debate,  NFFC  developed  the  following  broad 
definition  of  sustainable  agriculture.   It  is  "a  system  of 
agriculture  based  on  the  widespread  ownership  of  family  farms  and 
livestock  production  facilities,  which  produce  a  stable  and 
dependable  supply  of  high  quality  food,  feed,  fiber  and 
industrial  feedstocks.   The  primary  criteria  of  sustainability 
are:  1)  ecological  soundness  of  farming  practices  and 
technologies,  and  2)  the  economic  viability  of  the  system  in 
terms  of  production  level  income  and  government  costs."   This 
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definition  continues  to  be  the  basis  of  our  efforts  for  the  1995 
Farm  Bill. 

NFFC  is  committed  to  working  to  change  current  farm  and  food 
policy.   We  have  joined  with  hundreds  of  other  grassroots 
organizations  representing  family  farmers,  consumers, 
environmental  groups,  religious  institutions,  animal  protection, 
and  labor  organizations  who  recognize  the  importance  of  working 
together  to  forge  new  policies.   We  are  working  to  develop  policy 
options  that  are  the  the  basis  of  the  Campaign  for  Sustainable 
Agriculture.   I  have  enclosed  a  copy  of  the  issues  that  are  being 
addressed  by  the  Campaign  for  inclusion  in  the  hearing  record. 

Funding  and  proper  implementation  of  1990  Farm  Bill 
demonstration  programs  such  as  the  bushel  based  program  as  well 
as  sustainable  agriculture  provisions  wouldj  help  shift  the 
direction  of  existing  programs.   So  far  the  budget  cuts  and  farm 
bill  reductions  have  disproportionately  hit  small  to  medium  sized 
family  farmers  with  little  or  no  economic  benefit  from  other 
programs.   Farmers  must  earn  at  least  their  cost  of  production 
plus  a  reasonable  return  on  their  investment  and  labor  for  a 
longterm  sustainable  program.   This  enables  a  family  to  work  on 
their  farm  and  utilize  new  farming  practices  that  make  sense 
environmentally  and  economically. 

Negative  economic  effects  on  family  fanAers  are  being  felt 
in  every  region  of  the  country.    I  attended  a  Dairy  Strategy 
meeting  in  Wisconsin  this  past  weekend.   An  article  in  Monday's 
Milwaukee  Journal  noted  that  Wisconsin  has  the  lowest  rate  of 
entry  into  farming  of  any  state  in  the  continental  U.S.   In  fact 
for  every  two  dairy  farmers  leaving  the  business;  only  one  will 
come  in  to  take  their  place.   This  rapid  loss  is  replicated  in 
many  states  and  regions  across  the  country.   In  order  to  reverse 
this  trend,  farmers  need  access  to  affordable  credit  and  the  hope 
that  farming  can  again  be  profitable. 

One  of  our  biggest  concerns  is  how  the  NAFTA  agreement  and 
the  possible  passage  of  the  General  Agreement  on  Tariffs  and 
Trade  (GATT)  will  affect  farm  income  in  the  future.   USDA 
analysis  presented  at  the  June  hearing  project  that,  by  the  year 
2,000,  there  will  be  increased  exports  with  net  farm  income 
expected  to  drop  in  real  teirms .   Despitie  the  much  touted  benefits 
professed  by  the  supporters  of  the  trade  agreement,  it  is  evident 
that  the  NAFTA  agreement  puts  a  cap  on  farm  prices  instead  of 
raising  farm  income.   The  U.S.  will  no  longer  be  able  to  impose 
import  quotas  with  the  loss  of  Section  22  and  the  Meat  Import 
Act.   In  fact  GATT  mandates  an  increase  in  imports  up  to  the  5% 
of  domestic  use  level  even  if  there  is  currently  a  surplus  in 
that  commodity.  The  best  case  scenario  in  the  recent  analysis  by 
the  Food  and  Agricultural  Policy  Institute  (FAPRI)  is  a  3.4% 
increase  in  wheat  prices  by  2001  and  a  2 . 9%  incrase  in  corn 
prices  by  2002.  For  dairy  farmers,  20  of  the  22  farms  would  incur 
major  losses  in  farm  income.   All  ignore  increases  in  production 
costs. 

USDA's  testimony  by  Mr.  Collins  states  that  there  has  been  a 
15%  increase  in  exports  to  Mexico  since  the  January  1,  1994 
effective  date  of  NAFTA.   Let's  take  a  look  at  what  has  happened 
since  that  time  in  farm  prices.  Cattle  prices  have  dropped  from 
$10-$15/cwt.  Wheat  prices  have  dropped  $1.00  a  bushel,  corn  and 
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feed  prices  have  dropped  along  with  a  recent  dramatic  drop  in 
dairy  farm-gate  prices.    All  of  these  levels  push  the  prices 
received  by  farmers  even  further  below  the  cost  of  production 
price.   While  we  recognize  that  many  factors  affect  farm  prices, 
a  precipitous  drop  in  farm  commodity  prices  should  not  occur  if 
the  trade  agreements  met  even  a  percentage  of  the  goals  that 
their  supporters  claim. 

The  bottom  line  is  that  NAFTA  and  GATT  will  not  raise  net 
farm  income.   What  they  will  do  is  create  new  barriers  to  the 
passage  of  sensible  farm  policy.   They  open  the  gates  to  a  flood 
of  imports  into  the  U.S.   Furthermore,  the  production  practices, 
food  quality,  or  conditions  of  farm  production  and  labor  will  be 
hidden  from  public  scrutiny  or  oversight.   The  underlying  idea 
that  U.S.  farmers  are  expected  to  compete  with  every  farmer  in 
the  world  is  as  ludicrous  as  the  argument  that  labor  productivity 
or  other  standards  should  fall  to  the  lowest  level.   Family 
farmers  are  pitted  against  farmers  in  other  countries  while 
record  profits  are  made  by  the  very  multi-national  companies  who 
are  attempting  to  force  our  failed  U.S.  farm  policy  onto  the  rest 
of  the  world. 

In  a  recent  Scientific  American  article  entitled 
"Agriculture  for  Developing  Nations"  author  Cynthia  Bray  clearly 
outlines  why  the  modern  Western  model  of  agriculture  is  not  the 
best  model  for  the  poor  countries  of  Africa,  Asia,  and  Latin 
America.   In  the  process,  she  reveals  the  very  factors  which  are 
causing  the  erosion  of  rural  communities  and  environmental 
degradation  in  America. 

In  February  1993,  NFFC  presented  testimony  before  the  House 
Agriculture  Committee  at  a  February  hearing  on  the  state  of  the 
rural  economy.   Curt  Rohland,  who  was  then  the  NFFC  President  and 
a  Wisconsin  dairy  farmer  stated,  "We  are  in  a  vicious  cycle  and 
one  that  must  be  broken  to  achieve  real  economic  revitalization 
in  this  country.  That  revitalization  can  only  occur  on  the  basis 
of  a  vital  rural  economy  -  one  in  which  farmers  begin  to  receive 
a  fairer  share  of  the  value  of  what  we  produce.   While  the  farm- 
gate  price  for  all  commodities  has  been  frozen  or  declined  for 
most  of  the  past  decade,  input  costs  and  family  living  expenses 
continue  to  rise.   Our  nation's  "cheap"  food  policy  supply  is  not 
cheap  for  consumers  who  can't  afford  food  at  the  grocery  store 
nor  is  it  cheap  for  the  farmer." 

Denise  O'Brien,  President  of  the  NFFC  and  an  organic  dairy 
farmer,  orchard  and  fruit  grower  testified  before  the  House 
Appropriations  Subcommittee  on  Rural  Development,  Agriculture, 
and  Related  Agencies,  "The  rural  economy  needs  to  be  revitalized 
from  the  farm  up.  Federal  farm  policy  plays  a  critical  role  in 
helping  to  make  this  happen.   Farmers  would  gladly  purchase 
supplies,  paint,  and  machinery  in  our  local  communities,  but  we 
need  a  decent  income  and  cashflow  to  participate  in  that  economy. 
The  only  businesses  getting  support  from  my  farm  today  are  the 
vet  due  to  weather  induced  illnesses  of  our  cows  and  the 
implement  and  seed  dealers  who  charge  18%  interest  on  our 
accounts  that  are  due.    We  continually  need  to  repair  with 
welding  rod  and  drive  a  tractor  that  pops  out  of  gear  because  we 
can  barely  make  ends  meet.   For  many  farm  feimilies  and  others 
across  the  country,  health  insurance  and  medical  care  costs  are 
exorbitant.   Unfortunately  it  took  a  near  fatal  car  crash  last 
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year  without  health  insurance  to  put  the  need  for  catastrophic 
though  still  inadequate  health  insurance  as  our  family's  highest 
priority.   The  situation  during  the  past  18  months  has  only 
become  worse. 

Contract  Operations: 

There  needs  to  be  a  clearer  understanding  of  the  negative 
impacts  on  the  rural  economy  of  fanning  operations  that  are 
operating  under  contract.   The  vision  of  Cargill,  ConAgra,  IBP 
and  Excel  and  others  is  to  maximize  production  without  regard  to 
the  methods  of  sustainability  -  whether  in  the  Southeast  for 
poultry;  Midwest  for  hogs  or  Mexico  for  other  production. 

Unparalled  expansion  is  going  on  in  the  poultry  and  hog 
industries  in  the  traditional  states  and  in  states  where  the 
vertically  integrated  processors  have  not  had  large  divisions 
before.   Farmers  new  to  contract  farming  are  being  lured  into  the 
business  with  false  information  about  the  prospects  of  attractive 
incomes  which  could  replace  tobacco  income  in  the  Carolinas  and 
Kentucky  and  other  low  income  row  crops  in  the  Mid-west.   Farms 
that  have  survived  the  recession  of  the  '80s  and  the  floods  and 
droughts  of  the  '90's  could  be  mortgaged  in  order  to  build  huge 
confinement  facilities  with  the  latest  automated  equipment  only 
to  find  that  the  income  from  these  facilities  is  far  less  than 
promised  and  the  farmer  has  lost  all  control  of  the  land. 

States  such  as  Kentucky,  eager  to  find  rural  development 
projects  that  will  keep  the  rural  population  working  and  the  land 
productive,  are  rolling  out  the  red  carpet  for  the  processing 
companies  as  they  vie  for  the  best  deal,  the  least  capital  outlay 
on  their  part,  fresh  capital  from  farmers  and  a  willing 
work-force  for  the  processing  plants.   Three  large  poultry 
integrators,  Hudson  Foods,  Cagles,  and  Perdue  Farms,  are  planning 
to  build  and  operate  totally  new  complexes  in  Kentucky  that  will 
include  hatcheries,  feed  mills  and  processing  plants.   Kentucky 
beat  out  Indiana  for  Hudson  Foods  with  their  offer.   We  hear  that 
Kentucky  has  promised  over  $150  million  in  incentives  such  as  tax 
abatements  and  other  goodies  to  get  the  companies  in.   For  the 
Perdue  complex,  Kentucky  is  considering  a  1%  income  tax  that  will 
go  to  train  workers  for  the  plant  !   As  if  Perdue  Farms  couldn't 
afford  to  train  their  own  workers. 

This  may  sound  fine  but  does  not  reflect  the  poor  track 
records  of  these  companies  over  the  past  20  years  in  the  poultry 
business.  They  have  not  taken  enough  responsibility  for  the 
environmental  consequences  of  processing  millions  of  pounds  of 
chicken;   they  have  shoved  the  responsibility  for  the  litter 
(manure)  and  carcass  disposal  of  their  birds  onto  the  farmers; 
they  have  provided  one-sided,  easily  manipulated,  harsh  contracts 
to  the  farmers;  and  paid  low  wages  to  the  plant  workers, 
catchers,  and  feed  truck  drivers  with  seemingly  little  concern 
for  these  workers'  overall  health  and  workmen's  compensation  for 
injuries . 

If  industrialized  agriculture  using  the  contract  and 
vertically  integrated  system  is  the  only  way  a  state  can  keep  its 
rural  people  in  agriculture  and  working,  then  there  are  some 
organizations  that  can  give  good  advice  on  what  the  state  might 
do  to  make  the  business  a  real  boon  to  its  people  and  not  just  to 
the  pockets  of  the  companies. 
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Of  course,  there  is  lots  of  room  for  the  companies  to  shop 
around  for  the  most  lax  state  regulations  and  laws  along  with  the 
sweetest  deal.   This  is  not  the  kind  of  rural  economic 
development  farm  communities  need. 

Rftcant  Rasaarch: 

A  USDA  publication  released  in  February  1993  based  on  1987 
Census  Data  and  more  recent  Farm  Costs  and  Returns  Surveys 
further  documents  the  statistical  reality  of  our  failed  farm  and 
rural  policy.   The  USDA  Economic  Research  Service  (ERS)  issued 
their  analysis  entitled  The  Economic  Well-Being  of  Farm  Operator 
Households  1988-1990.   This  report  states,  "only  $5,742  of  the 
total  income  for  farm  operator  households  in  1990  was  income  from 
their  farms."   There  are  1,738,019  farm  operator  households  in 
the  country  according  to  ERS  data.   Particularly  striking  is  that 
21.9%  of  those  households  are  below  the  poverty  threshold  while 
the  national  poverty  rate  for  all  U.S.  households  was  10.7%  in 
1990.   These  levels  are  clearly  not  economically  sustainable. 

Inadequate  income  puts  increasing  pressure  on  the  need  to 
increase  production,  while  working  off  the  farm  imposes 
additional  time  and  energy  constraints  on  the  farm  family.   Time 
now  spent  commuting  to  low-wage  jobs  and  other  family  costs  such 
as  child-care,  take  time  away  from  labor  intensive  farm 
practices.   It  is  also  clear  that,  as  with  the  non-agricultural 
economy,  smaller  operations  are  a  greater  source  of  employment. 
As  Linda  Lobao  points  out  in  her  1991  book  Farm  and  Industry 
Structure  and  Socioeconomic  Conditions,  "counties  with  many 
corporate  farms  tend  to  have  slightly  higher  levels  of 
unemployment  and  lower  levels  of  income.  Counties  with  a  lot  of 
corporate  farming  don't  have  much  opportunity  for  growth." 

Conclusion 

We  look  forward  to  working  with  this  Subcommittee  on  the 
development  of  the  1995  Farm  Bill.   Family  farmers  view  this  as 
an  opportunity  and  a  challenge  that  must  be  met.   The  window  for 
family  farmer  survival  is  closing.   We  must  work  together  to 
forge  creative  approaches  to  create  new  domestic  markets  and 
revitalize  our  rural  communities.    Thanks  again  for  the 
opportunity  to  testify  today. 
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American  Ani  i -Woinon  as  a  natioJial  coalil  ion  o£  tarni  aiul  ranch  v/omen 
aloixc;  with  various  individuals  wl<o  have  united  toqethet  to 
communicate  viith  one  anothet  and  consumers  to  promote  aqrlful ture 
toi  the  beiietit  of  the  American  peopl"  and  the  iJor)d. 

As  vie  look  ahead  to  developmont  ot  the  l^yb  tsrm  bill,  it  would  be 
well  to  consider  oixce  again  what  national  agriculture  policy  is 
intended  to  accomolish  and  to  lake  a  look  at  how  past  policies  have 
performed . 

Assurance  of  an  abundant  supply  ot  quality  food  is  bafllc  to  any 
policy.  American  aqricultute  has  an  unsucpansed  record  In  this 
regard.  The  American  consumer  has  a  lower  cost,  hiaher  quality 
tood  nuppiy  than  can  be  f.ound  at  any  otlier  place  in  the  world  at 
any  other  time.  Av.  the  same  time.  American  aaricuifure  has 
pioduced  tood  and  tiber  to  meet  gubstantia)  market  demand  from 
abroad.  The  combination  ot  policies  that  have  tosterod  price 
stability,  reduced  pirodwction  lick  and  encouraqed  adoption  of  new 
terhnoJoov  has  been  iardeJy  re.':ponr.j  bl  e  tor  tbis  record. 

The  co.st  of  tiarm  pcocjramn  has  been  ot  increasing  concern  to 
Congress  and  the  variou.s  administrations  in  recent  years.  A 
variety  ot  meciianismr,  have  been  used  to  cut  tall  program  costs  with 
vary.irjci  deurecp  ot  success.  Accor<«vnq  to  USDA'S  latest  estimates, 
farm  program  costs  in  Kiscal  year  1995,  including  commodity 
programs,  intere:<t  expense,  administrative  cost  and  export  ptoarams 
will  total  $9.0  billion,  little  more  than  one-thitd  the  S25.8 
billion  devoted  to  thene  tunctions  in  Fiscal  Year  1986.  Program 
costs  certainly  ate  -i  factor  to  be  considered  when  developing  new 
leqislation.  They  should  not,  hovjever,  become  the  only 
consideration  as  they  have  too  often  been  in  the  pa.st. 

A  growing  consi  aerat.i  on  in  farm  policy  develooment  is  the  impact 
agriculture  has  on  the  environment.  As  farm  women,  we  know  the 
Imoortanco  ot  sound  conservations  proorams  and  env.l  r  onmontal 
safeguards  at  first  hand.  This  is  not  an  abstract  concept  to  us. 
Sound  conservation  means  the  nurt\iring  ot  oroductive  resources  so 
they  will  continue  to  contribute  to  our  livelihood  next  year,  ia 
the  next  decade  and  for  Succeeding  generations.  At  the  same  lime 
care  must  be  taken  to  assure  that  requirements  imposed  In  the  name 
ot  environmental  enhancement  and  conservation  are  reali.stic,  are 
consistent  and  achievable  In  light  ot  local  conditions  and  do  not 
impose  unreasonable  costs. 
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KinajJV,  apricultm  nl  PoJloy  )S  intenrtfcl  to  ntabJliae  auri  improve 
farm  income.  Thl;;  has  beeix  nn  lonoied  aspnct  ot  policy  for  too 
lona.  Atcor<)ing  to  the  >l<i)y  1^4  iSKiie  of  USI>A '  S  Aqriciil  t  iir  al 
Outlook.  net  fatm  income  in  1994,  1987  dnll9>:n  is  exv'"<^'tetl  to  he 
e33ontla)lv  unefiancjt'Cl  1 1  om  J9B/  levels.  Tliir.  .•jtarina  t  ion  of  tavm 
income  levels  In  the  face  of  i-J.6Jnc(  living  cosls  placer,  increaning 
.strains  on  the  rami  I  y  tario  structure  that  has  been  the  foundation 
of  American  aqriculture. 

Ar.  voxi  itiove  tli>  oiicih  invich  ot  rural  America  tortfly,  vie  r>ec  small  towns 
where  main  street  biisin<^r.s  in  clMlndlinq.  The  continued  erosion  of 
the  tami  !  V  tarm,  tne  proj;r.>ire  on  aqrlcultiuf  to  improve  pttjciency, 
to  qot  biq  or  qct  out.  is  teduclnq  economic  activity  throughout 
rural  areas.  At  the  same  time  our  federal  coifunodi  t  y  proqr«m.«>  mu.sl 
be  3t.7.e  neutral,  location  weather  and  consumer  preferences  all 
determine  what  ltio<ls  of  larmf,  are  needed  and  vn  J  1  be  protitaJ.-Jc  in 
a  qiven  area.  A  major  initiative  in  the  Clinton  administration  has 
been  dev*-jopment  of  new  rural  development  proorams.  The  .••.ovmue.'^t  . 
ta.ltfist  acting  and  the  mo.st  direct  rural  development  piogram  is  one 
that  soeks  to  as.sure  a  reasonable  level  of  farm  income. 

Ar.  work  beqins  with  rer.pect  to  the  199b  farm  bill,  a  new  term  har, 
been  added  to  our  vocabulary,  "CATT  J.eqal"  ir.  the  measure  aqninst 
which  any  policy  proposals  must  stand,  rf  a  concept  is  not  "GATT 
Lena  1 "  it  appear.-,  it  will  be  rdected  out  ot  hand  as  violating  the 
aqreements  our  qovernment  ha.s  entered  into  as  a  result  of  the 
Hrnquav  Kouncl  ot  Itade  neqotiations  under  the  General  Aareement  on 
Tarltts  and  Trade.  A  couple  of  observations  most  bo  made  in  this 
regard . 

Kir.tt,  what  i .-.  OATT  leqa)ity?  What  are  the  condition."*  that  must 
tae'tnetV  Who  will  render  a  tinal  iudqement  as  to  what  constitutes 
GA'i'T  le<ialitv?  Untor t unately ,  most  ot  this  is  speculation  at  Ihjn 
point  as  the  World  Trade  Orqani Jiat lou  created  by  OATT  agreement  is 
not  operational,  itr.  r<iles  and  procedures  have  not  been  developed. 
We  are  in  eaaence,  playing  the  qame  before  the  rules  arc  written. 

Socovifi.  3S  the  question  ot  GATT  leciality  consistent  with  assurances 
qiven  by  Conqressi  ona'  leader.^  and  others  throughout  the  trade 
neqotiations.'  Ketore  and  durinq  the  trade  ta)K3,  concerns  were 
expressed  over  the  potential  of  an  aqroemetit  which  J imltod  the 
ability  ot  the  IJ>S>  to  determine  its  own  toed  and  fiber  policy. 
In  a  variety  of  forums,  assurances  were  given  that  no  agreement 
would  be  entered  into  or  approved  which  limited  the  ability  ot  the 
United  States  in  this  regard..  Yet,  even  before  the  legislative 
naCXaqe  i  mp)  ementi  oq  f.he  aqreement  is  .submi  tteO  to  Connress,  the 
new  aqreement  is  being  used  a.s  the  basis  tor  rftlectinq  policy 
propofsal.n,  limiting  their  applications  or  otherwir-e  narrow.inq  the 
scope  of  farm  policy  options. 
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We  (■•oinitiencl  thf-  .Hoiipp  Aori  cul  ti.rr  Co'imutlcp  tor  tftcir  .•jupoott  and 
eff.orfs  i.n  letfislation  vromotinq  othaiiol  and  we  urge  you  to  remain 
viQiJ  viith  that,  decision  despite  tiirthf-r  oupor.i  tion . 

Ar.  you  knov/,  l;hp  curreiit  price  stabi  1  izatxon  ptogtarn  tot  sheep,  the 
NationaJ  Hoo)  Act,  a:  set  lor  ei  .\ini  nation  at  the  and  ot  J995; 
thereton?  im-;)  usion  oli  .a  new  sheep  urogram  in  tho  F^tm  Rill  ir. 
<:^1^i^i>.l  to  the  ocoiiorni  c  viability  ot  our  aheeo  indu.itry  and  many 
fural  communities  across  the  U.S.  Wc  stcong.iy  urge  the  inclusion 
ol  a  now  sheep  procirain  in  the  l^y.S  t.Tnn  bill. 

1'h'»  c(uesti,on  ol  bijidqet  limitations  or  i.est  ir.iintj;  was  mentioned 
earJier.  We  are  awai-e  ot  the  ne<rd  to  maintain  spendiny  ot  these 
programs  within  tiqht  limit-'j.  We  encouiaqe  the  Conqresa  and  the 
adTninistrat  J  on  to  se>iou.<;)y  work  wit))  agricultural  interest  to 
develop  programs  and  policies  ah  part  ot  loijislat i on  that  address 
both  the  tariii  inr:omc  .stabilization  need  and  the  reguitt-inent  to 
control  program  cost.s. 

in  thi.".  reQarc)  we  call  your  fjpecitic  attention  to  the  dairy  .^elt- 
help  legislation  non  pending  iietore  the  Hou.^e  Committee  on 
A»ir  icii)  t  >ir  e.  '.I'hi.s  locns)ation  provirte.i  the  basi.M  tor  the  dairy 
Industry  to  take  responsibility  tor  management  of  a  portions  ot 
.■".urpiu.n  daijy  products.  It  pjace.'s  clear  and  abnolute  lim.tts  on 
government,  coats  while  pi-owiding  .i  mean.o  tor  improving  tarm  income. 
The  combination  ot  expanded  export  markets,  and  it  nerdPd. 
productions  restrains  provide  a  workable  policy  tramewotk  tor  the 
oontroi  ot  aovemmenl  cor.ts  and  improvement  of  tann  income. 

For  too  long,  dairy  tarmer.«i  have  seen  sterile  assessments  levied 
on  milk  marketings,  r.iii.piy  {or  the  purpo.se  ot  reducinn  the  budget 
deficit.  The.se  assessments  have  not  helped  reduce  surpluse.t.  They 
have  been  detrimental  to  farm  income.  'i'hey  have  done  nothing  to 
develop  markets  for  milk  and  dairy  products.  The  producer  cost  of 
the  self  help  proqram  would  be  met  through  a  pooling  arrangement 
whereby  all  producers  would  share  the  burden.  It  relies  on  seeking 
market  outlets  for  the  relatively  iimaii  portion  ot  total  production 
that  consistently  depresse.-j  farm  prices. 

While  not  a  legislative  Issue,  we  mu.st  express  concern  regar'iim 
the  recently  proposed  policy  changes  with  re.spect  to  the  National 
School  Lunch  Program  and  the  School  Breakfast  Program.  We  have 
strongly  supported  the  improvement  and  expansion  of  the.'?©  progiainE 
as  a  means  of  improving  the  overall  nutrition  ot  our  nation's  young 
People.  w<s  are  greatly  concerned  that  thi3  new  policy  moves  In  a 
direction  that  could  actually  result  in  lower  nutrition  standards. 
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Changes  in  th«  •"ottet  v<i  r.erve"  i  e^ii  reiiienl »  make  it  qvicsMonabi  e 
that  studcnt.M  wi  I  I  actually  receive  oae-third  o£  thoir  basic  dally 
requireinfrnts      through      a      school       Jonch.  It      Un."}     happens,      tiia 

niitritionai  integrity  ot  the  progv^m  has  been  undermined.  The 
toc>is\ng  on  nuttipnt.r.  lathei  I  hnn  toodf:  or  food  qtoiiDr.  pic;;cnts  a 
djftvouUy.  if  not  i.mpoanl.ble,  task  with  respect  to  nutrition 
edin-nti  o»  .  Only  rf-cently,  the  Department  of  Aqi  i  di  I  t  Ur*t  spent  a 
qreat.  deal  of  time  and  money  to  devotop  the  Kood  Guide  Pyramid. 
We  arc  concerned  that  thir.  fluid*?  De  used  i  ri  devi  o|>S.i)q  these 
proqrain  qui.del  ines  . 

(>i)  belin  1  t  ot  thi»  :)(),(M)0  riifirtliers  ot  Ainoricnn  Aaij  Hoinen  we  request 
that    you   take    into   consideration   our    input    for    the   1995   farm  Bi  I '.  . 
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TESTIMONY  OF  PEGGY  MALONE 
JULY  14,  1994 

Chairman  Sarpalius,  Committee  Members,  Ladies  and  Gentlemen, 
My  name  is  Peggy  Malone  and  my  husband  and  I  farm  in  the  Saginaw 
Valley  of  Michigan.   I  am  submitting  written  testimony  as  neither 
myself  nor  my  husband  could  attend  these  hearings  in  person.   It  is 
my  utmost  hope  this  testimony  can  be  read  before  your  Committee. 

I  wish  to  offer  the  following  suggestions  for  your  committee  to 
review  as  you  hold  hearings  on  the  1995  Farm  Bill  with  suggestions 
and  concerns  from  the  people  who  are  directly  affected  by  this 
legislation. 

I  have  had  the  honor  to  address  my  concerns  at  the  Greensboro,  N.C. 
farm  forum  our  Secretary  of  Agriculture,  Mike  Espy,  held  in  1993. 
My  main  concern  then  was  farm  income  and  today  it  is  still  farm 
income.   To  assist  rural  America  the  U.S.  farmer  the  following 
suggestions  are  offered. 

1.  Presently  there  is  a  freeze  on  corn  and  wheat  established 
yields  at  the  A.S.C.S.  office.   I  would  request  these  yields 
be  replaced  with  the  farm  producers'  proven  yields.   This 
could  be  calculated  on  a  proven  4  year  average  and  would  run 
parallel  to  the  Federal  Crop  Insurance  requirements. 

2.  Increase  the  loan  rates  for  corn, wheat  and  soybeans  and  then  adjust 
annually  for  inflation. 

CORN  from  $1.99  to  $2.40 
WHEAT  from  $2.27  to  $3.50 
SOYBEANS     from  $5.02     to     $5.98 
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3.   Increase  the  target  prices  for  corn  and  wheat  and  adjust 

annually  for  inflation. 

CORN         from   $2.75     to     $3.00 

WHEAT        from   $4.00     to     $4.50 
As  income  increases  for  the  U.S.  farmer  and  they  again  begin  to 
have  purchasing  power,  thousands  of  jobs  will  be  created  to  produce 
and  manufacture  the  equipment  and  implements  that  the  U.S.  farmer 
has  not  been  able  to  afford. 

If  costs  are  incurred  in  implementing  these  suggestions  and  changes 
I  would  encourage  U.S.D.A.  to  seek  a  percentile  reimbursement  from 
the  TITLE  IV-D  collections  of  child  support.   As  States  increase 
their  enforcement  and  collection  procedures  and  U.S.D.A  continues 
with  its  huge  outlays  in  the  food  stamp  program,  nutritional  programs 
and  WIC  programs  a  percentage  of  these  collections  should  go  back 
into  the  U.S.D.A.  budget  if  not  already  implemented. 

I  regret  that  I  am  unable  to  answer  any  questions  you  may  have  on 

my  suggestions  for  the  1995  Farm  Bill.   I  am  available  at  (517)  770-4035 

if  you  need  to  contact  me  on  my  calculations  and  program  suggestions. 

As  stated  earlier,  it  is  my  hope  this  testimony  can  be  read  before 

your  hearing.   It  is  also  my  hope  that  these  program  changes  can  be 

implemented  either  immediately  or  in  the  1995  Farm  Bill.   It  has 

again  been  an  honor  to  offer  my  suggestions  and  concerns  on  programs 

that  directly  affect  us.   Thank  you. 

Peggy  Malone 
(517)  770-4035 
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TESTIMONY  OF 

WOMEN  INVOLVED  IN  FARM  ECONOMICS 

by  Mary  Schuler,  Legislative  Chairman 


Subcommittee  C'hainnan  Sarpaliiis,  Members  of  the  House  Agriculture  Subcomiiiittce  on  General 
Fami  Commodities,  WIFE  tlianks  you  for  the  opportunity  to  present  written  testimony  on  the 
efFects  of  Congressional  budget  constraints  on  agriculture,  and  how  the  1995  Farm  Bill  will  impact 
the  U.S.  agricultural  sector  in  general  and  commodity  support  programs  in  particular. 

For  the  Record,  my  name  is  Mary  Schuler,  I  serve  as  WIFE'S  National  Recording  Secretary  and  its 
Legislative  Chainnan    More  importantly,  I  am  a  farmer    My  husband  Dick  and  I  grow  wheat  and 
barley  on  a  dryland  farm  in  Northccntral  Montana  and  also  have  a  cow-calf  operation.  Our  three 
sons,  in  partnership,  are  also  engaged  in  farming 

According  to  the  mid-Febniary  Farm  Journal  "Opinion"  page,  I  aw  n  very  important  person,  along 
with  the  other  2%  of  the  US.  population  that  are  agriculture  producers 

*  The  food  and  fiber  we  produce  represents  16%  of  the  U.  S.  gross  national  product  We  generate 
21  million  jobs--about  one  job  in  si.\  or  17%  of  the  US.  work  force.  About  90%  of  these  jobs  arc 
off  the  farm. 

*  While  agricultural  labor  represents  only  .3%  of  the  world's  labor  force,  it  produces  40%  of  the 
world's  corn,  50%  of  the  world's  soybeans,  15%  of  the  world's  cotton  ,  10%  of  the  world's  wheat 
25%  of  the  world's  beef  and  1 1%  of  the  world's  pork    All  in  better  working  conditions,  with  better 
wages  and  benefits 

*One  American  Farmer  or  rancher  provides  food  and  fiber  for  128  people— 94  in  the  U.S.  and  34  in 
other  countries  US  consmners  spend  IO%of  their  income  on  food.  In  comparison,  consumers  in 
France  spend  16  %;  Japan  18%;  Chuia,  48%  and  India,  53%. 

*ln  1991  ,  fami  exports  totaled  $37  6  billion  and  cut  the  nation's  nonfarm  trade  deficit  by  14%. 
Every  dollar  in  agricultural  exports  generates  another  $1 .59  in  economic  activities  like 
transpoflation,  warehousing  and  production  (These  facts  were  compiled  by  the  Agriculture 
Council  of  AiTierica) 

WIFE  is  an  independent  farm  organization  of  women  dedicated  to  the  purpose  of  promoting 
economic  prosperity  for  family  agriculture  producers    We  define  a  family  farm  as  a  fomi  of 
commercial  enterprise  in  which  the  management  decisions  are  made  by  a  family  engaged  in  the 
production  of  food  or  fiber  for  profit,  which  is  intended  to  provide  the  major  source  of  income  and 
capital  for  investment    A  profit  which  provides  security,  income  stability,  and  an  acceptable 
standard  of  living,  commensurate  with  other  segments  of  the  economy  must  be  a  realistic  goal  for 
the  nation's  agriculture  producers.  ^ 

We  support  the  right  of  every  fami  family  to  improve  their  financial  situation,  standard  of  living  or 
status  in  life  through  their  own  investments,  management  decisions,  determination  and  dedication 
WIFE  believes  that  it  should  be  the  role  of  government  to  protect  that  inherent  right 

William  Jennings  Bryan  once  said, "  Burn  down  your  cities  and  leave  our  farms,  and  your  cities 
will  spring  up  again  as  if  by  magic    but  destroy  our  farms,  and  grass  will  grow  in  the  streets  of 
every  cit\  in  the  country"  Many  of  the  Legislators  who  will  decide  the  fate  of  the  '95  Farm  Bill 
come  from  cities  which  are  deteriorating  because  of  the  loss  of  jobs.  Tliese  Legislators  need  to  be 
made  aware  that  supporting  the  Agriculture  sector  of  this  country  is  in  the  best  interest  of  this 
country. 


299 


When  Dick  and  I  married  and  I  moved  to  the  small  community  of  Dutton,  Montana  there  were  five 
farm  machinery  dealerships    Now  there  is  one,  and  tlic>  arc  struggling  to  keep  their  doors  open. 
In  the  neighboring  city  of  Great  Falls,  Montana  a  similar  situation  occurs    While  they  still  have  all 
major  implement  manufacturers  represented,  man\  of  these  dealers  operate  mi  more  than  one  cit\ 
and  are  often  backed  fmanciall\  by  the  manufacturer    Parts  are  vcr>  difficult  to  obtain  as  finances 
prohibit  dealers  from  stocking  invcntor\'.  Parts  are  most  often  ordered  to  be  delivered  by  2nd  day 
air.  Two  days  of  down  time  during  the  critical  planting  and  harvesting  periods  can  cause  tens  of 
thousands  of  dollars  in  income  losses.      Dutton  also  had  4  grain  elevators,  now  there  arc  2 
handling  more  grain.  There  were  man>  other  main  street  businesses  now  there  is  only  one,  a 
grocer*  store    We  have  to  drive  40  miles  for  a  nail,  a  prescription  or  clothing    Multiply  this  b>  all 
the  rural  towns  in  the  US  and  on  into  the  industrial  areas  where  manufacturing  jobs  have  been 
lost. 

Tlicre  are  nearly  as  many  acres  farmed  now  as  then,  (there  is  some  land  in  the  Conservation 
Reserve  Program)  but  there  are  fewer  farmers.  And,  these  farmers  are  getting  older.  Our  young 
people  look  around  and  see  what  their  friends  are  making  in  jobs  off  the  farm,  and  they  sec  them 
workmg  8  hours  a  day  instead  of  12,  the>  see  them  getting  vacations,  health  insurance  and  other 
benefits  and  tliey  leave  because  they  want  these  things  for  themselves  and  their  families. 

In  1971  we  purchased  a  NEW  tractor,  we  are  still  using  that  tractor    (We  have  since  purchased 
other  tractors  but  they  were  not  new  and  were  purchased  at  auction  sales  of  fanners  who  were 
forced  because  of  finances  to  leave  fanning    This  goes  for  other  equipment  too.)  In  1971  when  we 
bought  that  tractor  we  paid  $20,000  for  it,  today  the  dealer  quoted  me  a  price  for  a  tractor  of  the 
same  horsepowere  at  $100,000.  Comparing  that  to  the  price  of  grain  in  1971  we  received  $  I  76, 
today  we  could  get  $2  66.    If  wheat  prices  had  gone  up  at  the  same  rate  as  the  tractor,  we  would 
be  getting  $8  80    And,  if,  we  were  getting  that  $8  80  a  bushel  we  would  have  bought  that  new 
tractor,  the  equipment  for  it  to  pull  and  probably  a  grain  cart  and  trucks    Think  of  all  the  jobs  that 
would  have  created  and  the  taxes  those  people  who  got  the  jobs  would  be  paying,  as  well  as  all  the 
welfare  and  other  government  assistance  this  would  have  saved    Those  people  would  most  likely 
also  be  gettmg  health  insurance  or  have  enough  money  to  buy  their  own. 

You,  the  members  of  the  House  Agriculture  Committee,  are  well  aware  of  these  facts  and  figures 
but  >our  colleagues  and  the  rest  of  the  98%  of  the  U.  S.  population  who  arc  not  involved  in 
production  agriculture  often  misunderstand  the  business  and  it's  relationsliip  to  prosperity  in  our 
great  country .  We  feel  that  until  one  works  the  land  a  crop  season  to  produce  food  for  others  and 
make  a  living,  they  cannot  possible  be  knowledgeable  enough  to  make  decisions  to  control  that 
industry's  destination. 

Therefore,  basing  the  1995  Fami  Bill  on  a  budget  -cut  mind  set  is  totall  unrealistic.  Agriculture 
safely  feeds  the  people  of  the  US  and  other  countries  ver>'  cheaply    We  feel  that  we  have  fullfilled 
our  side  of  the  original  purpose  of  the  farm  program  by  controlling  supply  and  putting  into  place 
appropriate  environmental  practices  while  our  income  has  not  been  enhanced    A  fair  market  price 
to  cover  the  cost  of  production  and  give  a  reasonable  profit  could  eliminate  subsidy  payments. 

Let's  focus  on  what  is  good  for  the  US    a  safe,  affordable  food  and  fiber  supply,  with  a  price 
to  the  producers  which  provides  security,  income  stability  and  an  acceptable  standard  of 
hving.  When  this  is  achieved,  as  William  Jennings  Bryan  pointed  out  so  many  years  ago  tlie  nation 
as  a  whole  will  prosper. 
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Testimony  of  Kay  Zeosky 

Women  Involved  in  Fann  Economics 

Turin,  New  Yoric 

July  8, 1994 

for  the 

HEARING  ON  '95  FARM  BILL  ISSUES 
AND  OUTLOOK  FOR  COMMODITY  PROGRAMS 


I  am  Kay  Zeosky  and  I  serve  as  National  Trade  Chairman  for  Women 
Involved  in  Fann  Economics  (WIFE).  WIFE,  a  grass-roots  organization  with 
members  in  over  24  states,  is  committed  to  improving  profitability  in  production 
agriculture  through  education,  legislation,  communication  and  cooperation. 

America,  along  with  a  lot  of  the  rest  of  the  world,  is  about  to  take  part  in  a 
gigantic  Monopoly  game.  The  General  Agreement  on  Tarifl&  and  Trade  (GATT) 
is  the  game  and  there  are  1 17  players.  Park  Place  can  be  wheat.  Boardwalk  will  be 
the  computer  industry,  Baltic  Avenue  mi^t  be  dairy,  Marvin  Gardens  can  be  U.S. 
Steel  and  so  forth  around  the  board.  We  have  all  played  monopoly  with  three 
players,  as  is  the  case  with  NAFTA,  but  this  game  will  be  a  LOT  more 
complicated. 

Even  though  many  years  have  gone  into  setting  the  rules  of  the  game,  and 
everyone  has  his  own  interpretation  of  how  the  game  will  be  played,  NO  ONE 
knows  what  numbers  they  will  roll  on  the  dice  or  what  cards  they  will  draw  fix>m 
Chance  or  Community  Chest  and  that  will  make  ALL  the  difference!  We  may  plot 
our  strategy  and  play  our  best,  but  ultimately  the  results  will  depend  on 
circumstances  and  unforeseen  events. 

What  if  we  draw  a  card  that  says  we  will  have  a  drought  this  year?  Perhaps 
our  next  draw  could  be  a  dramatic,  unexpected  change  in  political  events.  Some 
players  will  gain  property  and  some  will  lose.  Some  players  will  begin  the  game 
with  very  little  to  risk  and  some  will  risk  everything  they  have  spent  generations  to 
build. 

We  will  hope  for  fair  play,  that  there  will  be  no  cards  or  money  passed 
"under  the  table",  and  that  no  one  will  actually  come  out  with  less  than  they  had 
when  the  game  begaa  Hopefully,  if  the  game  is  played  well,  we  may  all  be 
winners. 


301 


The  GATT  has  such  tremendous  ramifications  that  it  must  be  front  and 
foremost  in  every  discussion  of  our  national  economy.  Never  before  has  a  step  of 
this  magnitude  been  attempted. 

•  If  we  discuss  any  aspect  of  our  domestic  food  policy,  it  will  be  completely 
dependent  on  where  we  stand  regarding  the  GATT. 

•  If  we  discuss  the  cost  of  a  piece  of  machinery,  it  will  depend  on  what  has  been 
negotiated  throu^  the  GATT. 

•  When  we  discuss  the  1995  Farm  Bill,  the  whole  negotiation  will  depend  on 
where  we  stand  concerning  the  GATT. 

Since  the  GATT  is  22,000  pages  long,  it  has  been  difiicuh  to  get 
information  about  specific  commodities.  A  pubUcation  entitled  Effects  of  the 
Uruguay  Round  Agreement  on  U.S.  Agricultural  Commodities  put  out  by  the 
Economic  Research  Service  explains  their  opinion  of  the  economic  impact.  Most 
of  the  quotations  that  follow  are  theirs: 

The  main  theme  throu^out  that  publication  is  that  our  government  will 
save  tremendous  amounts  of  money  by  doing  away  with  price  support  programs. 

It  continues  to  amaze  me  that  a  graph  of  the  national  budget  shows 
the  agriculture  portion  (including  feeding  programs)  to  be  so  tiny 
that  it  is  invisible,  yet  anyone  holding  that  very  same  budget  and 
looking  for  places  to  cut  costs  cannot  seem  to  see  any  other  portion 
©fit 

At  this  very  time,  the  value  of  our  dollar  is  in  free-fall  due  to  our  imbalance 
of  trade.  It  is  the  second  largest  trade  deficit  in  our  nation's  history.  Can  you 
imagine  what  a  huge  influx  of  imports  will  do  to  us  on  January  2, 1995? 

Many  countries  look  upon  the  United  States  as  being  affluent.  You  can  be 
sure  that  their  permits  and  licenses  are  already  in  order  to  share  a  portion  of  our 
markets.  I'm  sure,  also,  that  many  of  our  non-farm  businesses  are  ab-eady  lining  up 
their  resources  to  break  into  those  overseas  markets. 
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Our  agriculture  related  businesses  are  totally  unprepared  to  enter  the  e^qxTrt 
business.  At  a  meeting  held  in  Albany,  New  York,  last  month  by  our  Council  of 
Northeast  Farmer  Cooperatives,  speakers  from  the  USD  A  OflBce  of  Economics,  the 
Food  and  Drug  Administration,  the  Foreign  Agriculture  Service  and  the  Eastern 
U.S.  Agriculture  Food  Export  Council,  Inc.,  urged  processors  to  study  their  roles  in 
exporting  farm  products.  Of  the  sixty  representatives  in  attendance,  only  one  had  a 
license  and  that  license  had  never  been  used. 

We  believe  in  trade  between  countries.  No  one  is  more  frustrated  than 
farmers  at  being  imable  to  put  our  surplus  food  into  the  hands  of  the  people  \^o 
truly  need  it.  We  want  to  bring  the  economy  of  other  countries  up  to,  and  even 
beyond  our  own  level.  We  cannot  do  it  alone.  It  is  infmitely  more  complicated 
than  it  appears  to  be.  It  is  NOT  a  matter  of  just  opening  our  borders.  We  DO  have 
problems. 

Although  more  markets  will  be  available,  we  have  a  lot  to  leam  before  we 
can  take  advantage  of  them.  Marketing  in  other  countries  is  not  as  simple  as 
it  might  seem.  The  California  Raisin  Advisory  Board  learned  of  the  complexities 
when  they  launched  a  $3  million  Market  Promotion  Program  in  Japan  to  position 
raisins  as  a  snack  food.  The  General  Accounting  OflBce  report  on  International 
Trade  states  that,  "The  commercial's  'dancing'  raisin  figures  (misshapen  and 
shriveled)  frightened  the  children  in  the  target  audience."  A  lot  of  hard  earned 
dollars  will  be  wasted  unless  proper  market  research  is  done.  We  need  your  help! 


WHEAT 

At  this  point,  the  grain  problem  in  Montana  and  North  Dakota  is  still  an 
extremely  difificult  issue  that  has  not  been  resolved.  Secretary  Espy  said  he  had 
tried  to  work  out  the  problem  in  Morocco,  but  they  (U.S.  and  Canada)  had  agreed 
to  disagree.  That  isnt  good  enough  for  our  wheat  growers.  Canadian  growers  got 
their  last  payments  for  1992  feed  wheat  several  weeks  ago  and  received  30  cents 
more  per  bushel  than  the  best  price  U.S.  farmers  received. 

The  tension  was  not  eased  at  all  by  a  statement  from  Alberta's  agriculture 
minister,  Walter  Paszkowski.  He  said  they,  in  Canada,  expected  the  farmer  action 
against  their  >^eat  because,  "Once  GATT  was  signed,  it  is  more  difificult  to 
negotiate  on  other  issues.  The  Americans  are  posturing  while  the  negotiations  are 
taking  place.  It  is  the  last  kick  at  the  cat  for  them  to  get  the  most  they  can." 
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Even  more  unjustly,  Canadian  trucks  have  an  exemption  to  allow  extra 
weight  and  are  longer  trucks  than  U.S.  regulations  permit.  We  need  your  help! 


BEEF 

"Initially  higher  grain  costs  will  slow  hvestock  production.  U.S.  cattle 
slaughter  will  initially  rise  during  1995  to  1997,  boosting  beef  production,  and 
more  imports  combine  to  lower  all  livestock  meat  prices.  U.S.  beef  production  will 
continue  at  marginally  lower  levels  throu^  2000  but  rebound  above  base  levels  by 
2005."  How  many  businesses  do  you  know  that  can  survive  for  eleven  years 
without  a  profit  margin?  To  maintain  a  beef  supply  in  our  own  country,  we  will 
need  your  help  through  those  eleven  years! 


DAIRY 

The  National  Dairy  Board  has  struggled  for  many  years  trying  to  open 
foreign  markets  for  our  products.  It  is  NOT  an  easy  task.  When  we  finally  opened 
a  market  for  ice  cream  in  Japan,  New  Zealand  stepped  in  with  a  lower  bid  and  we 
were  out  of  business.  If  imports  do  end  up  in  our  harbors,  we  have  to  find  equal 
amounts  of  export  markets  or  our  milk  prices  will  take  a  tremendous  drop. 
Secretary  Espy  says  that  the  effects  of  those  imports  will  be  small  since  they  are 
only  two  percent  of  the  domestic  supply.  We  all  know  that  a  two  percent  surplus 
has  kept  the  price  of  dairy  products  at  rock  bottom  for  the  past  ten  years.  We  will 
receive  32,000  metric  tons  of  dairy  products  the  first  year.  How  would  oiir 
legislators  feel  if  we  imported  32,000  Congressmen  in  direct  competition  with 
them? 

In  spite  of  our  NAFTA  agreement,  milk  is  being  taken  off  the  shelves  in 
Mexico,  v^iiile  sales  to  Algeria  were  discontinued  because  of  that  country's  inability 
to  pay.  Foreign  dairy  markets  appear  to  be  an  ilIusion-"now  you  see  it,  now  you 
dont." 

"The  prime  beneficiary  in  world  dairy  maricets  will  be  New  Zealand  and 
Australia  ...These  higher  international  milk  prices  are  expected  to  lead  to  increases 
in  milk  production  in  Australia  and  New  Zealand." 
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When  we  asked  the  Foreign  Agriculture  Service  what  New  Zealand  gave  us 
in  return  for  their  huge  allotments  of  cheddar,  the  reply  was,  *7»Jothing."  To  allow 
us  to  compete  fairly,  imports  need  to  pay  the  assessments  required  of  our  own 
farmers.  We  need  help  to  change  the  cheddar  allocations  to  something  less 
damaging.  Cheddar,  sold  on  the  Green  Bay  Cheese  Exchange,  sets  the  price  for  our 
entire  domestic  milk  supply. 


SOYBEANS 

"The  U.S.  will  reduce  subsidized  oil  exports,  temporarily  reducing  U.S. 
soybean  oil  prices  and  crushing  margins.  Increased  world  demand  for  vegetable 
oils  and  higher  world  prices  will  more  than  offset  export  subsidy  reductions  toward 
2005..."  Soybeans  growers  need  your  help  for  eleven  years  or  the  industry  will  die 
in  this  country. 

***** 

Agriculture  today  is  extremely  complex.  The  expertise  required  to  grow 
commodities  at  a  reasonable  cost  has  been  accumulated  throu^  years  and  years  of 
experience.  If  we  put  our  farmers  out  of  business,  it  will  take  generations  to 
develop  the  knowledge  these  people  already  possess. 

Agriculture  should  not  be  asked  to  pay  the  $14  billion  loss  in  tariffs  since 
they  are  already  being  hurt.  The  tariff  losses  must  be  made  up  by  someone  who 
stands  to  gain  in  this  agreement  One  Congressman  told  me  that  the  reason 
agriculture  has  to  pay  the  bill  is  because  they  are  already  angry.  If  they  irritate 
another  faction  of  the  business  community,  they  may  not  be  able  to  pass  the  GATT. 

Dont  worry  about  the  $14  billioa  If  this  agreement  does  indeed  create  such 
huge  increases  in  our  agriculture  incomes  as  we  are  being  led  to  believe,  the 
enormous  income  taxes  farmers  will  be  required  to  pay  next  year  will  more  than 
offset  any  meager  losses  in  tariffs. 
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This  is  not  the  time  to  abandon  our  nation's  farmers.  The  people  who  feed 
you  three  times  a  day  cannot  wait  eleven  years  for  the  world  economy  to  reach  a 
level  that  will  enable  other  countries  to  purchase  our  products.  Our  farmers  are 
tired  of  working  so  very  hard  for  a  meager  existence.  Unless  you  can  see  your  way 
clear  to  help  agriculture  through  these  diflficuh  years,  we  will  find  ourselves  in  the 
midst  of  the  deepest  depression  this  country  has  ever  known.  Agriculture,  with  its 
huge  investments,  still  leaxis  the  way  to  prosperity. 

When  I  fly  into  Washington,  D.C.,  I  am  appalled  by  the  rows  upon 
rows  of  expensive  yachts  tied  to  the  docks  for  miles,  while  the  fanners  back 
home  can  barely  pay  their  bills.  If  our  government  wants  a  cheap  food 
policy,  that's  fine,  but  don't  make  farmers  bear  the  brunt  of  it  alone.  Don't 
sacrifice  agriculture  for  big  business!  If  trade  legislation  is  passed,  it 
shouldn't  be  a  bonanza  for  ConAgra,  the  computer  industry,  or  General 
Motors  at  the  expense  of  our  farmers.  Those  who  stand  to  make  a  profit 
should  share  the  effects  those  imports  have  on  the  rest  of  the  country. 

Our  entire  lives  depend  on  the  way  our  Farm  Bill  is  written.  I  hope  and  pray 
that  they  get  some  clear  information  before  they  make  their  decisions  and  that  their 
cheap  food  policy  doesnt  turn  into  a  no  food  policy.  A  friend  at  USDA  said  that 
we  have  the  greatest  food  supply  in  the  entire  world.  He  also  said: 

"If  its  working  so  well,  don't  tamper  with  it!" 
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